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Marching orders

Sweden’s virus response fell captive
foits self-regard — oriniON, PAGE 15

The anxiety infecting America’s
allies across Asia — BIG READ, PAGE 13

Conscription threatens K-pop’s
global assault —INsIDE AsIA, PAGE 5

Call for justice
Atlanta death
fuels protest

Protesters join the “March on Georgia”
in Atlanta yesterday, demanding police
and criminal justice reform three days
after the fatal shooting of Rayshard
Brooks, a black man, by a white police
officerinthe city.

The march had been planned as part
of the Black Lives Matter protests that
have swept the US after the killing by
police of George Floyd in Minneapolis.

Donald Trump, US president, who has
been lambasted for his response to the
antiracism protests, did not comment
on Brooks' killing over the weekend. But
yesterday he said he had done more in
four years for “Black America” than Joe
Biden, the Democratic presidential
nominee, had in 40 years.
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BP to slice $17.5bn off assets value
as pandemic dims energy outlook

o Crisis hastens shift from fossil fuels @ Biggest move by oil major on uneconomic holdings

ANJLI RAVAL — LONDON

BP will slash up to $17.5bn off the value
of its oil and gas assets after shiftingtoa
more downbeat view of longer-term oil
prices in the wake of the coronavirus

It also puts into focus BP’s debt levels
— among the highest in the sector —and
its dividend, which it has maintained
despite energy analysts” arguing that it
isunsustainable. Shares in the company
fell about 2 per cent yesterday.

the past is no longer a guide to the
future,” said Natasha Landell-Mills,
head of stewardship at asset manager
Sarasin & Partners.

BP’s price assumptions for Brent
crude oil and Henry Hub, the natural

nent at $88.6bn. BP said intangible
assets were tallied at $15.5bn, with
$14.2bn related to exploration.

Biraj Borkhataria of RBC Capital Mar-
kets said BP’s balance sheet now looked
“stretched”, meaning that the dividend

» LGBT staff win US federal protection
The Supreme Court has ruled that transgender and
gay workers are protected by the 1964 Civil Rights
Actin a landmark decision that means they cannot
be fired because of those characteristics.— pace 2

» WhatsApp in Brazil payments launch
The Facebook-owned messaging app has unveiled a
service to allow users to send money for free or
make purchases from small businesses, the group’s
first nationwide roll-out of the technology.— Pace s

» Power-sharing reframes Irish politics
Leo Varadkar’s centre-right Fine Gael and centrist
Fianna Fail, which took opposing sides in the 1922-
23 civil war, have agreed to govern together for the
first time. The coalition includes the Greens.— pAGEe 2

» Coronavirus circles Burundi elite
Diplomats have said it is highly -
likely the death of President
Pierre Nkurunziza was because
of virus side-effects, making
him the first head of state to
succumb to the disease.— pAGEs "."!

» Alarm rises over virus brain damage

US scientists have found the first direct evidence
that coronavirus could infect the human brain and
replicate inside its cells, heightening concern about
poorly understood neurological symptoms.— pAGE 3

» Indonesia stimulus vow in recovery bid
Finance minister Sri Mulyani Indrawati has told the
FT that Jakarta will will use quantitative easing and
other monetary and fiscal policies for as long as it
takes to recover from the pandemic.— pace 4

» Lenders throw out Travelex sale options
The currency exchange’s banks and bondholders
have rejected offers from a shortlist of potential
buyers, leaving it facing a debt-for-equity shake-up
as it scrambles to secure its future.— pace s
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Berlin buys stake in Covid-19 vaccine
hopeful CureVac to block US takeover

Banking on the
future of food

JOE MILLER — FRANKFURT

day. “For me, and for the federal govern-
CLIVE COOKSON — LONDON

among its investors. In March, a Ger-

New York’s forgotten
borough begins fightback

The easing of New York’s lockdown
last week was welcomed in the city’s
poorest borough but local businesses
have been left with a fight for survival.
The Bronx has long suffered from the
sense that it has been bypassed by
the prosperity that sweeps Manhattan.
But it had been attracting investment
before coronavirus and unemployment
was low. Now, as it tries to recover
from the city’s highest pandemic death
rate, it will need all its grit.

Germany plans to invest €300m in
CureVac, a coronavirus vaccine devel-
oper, in an attempt to block a foreign
talkeover of the German company after
it attracted interest from the Trump
administration.

Berlin said it would acquire a 23 per cent
stake in CureVac, which was an early
starter in the race to develop a Covid-19
vaccine, as it emerged that the biotech
group was planning to list in New York.

CureVacis due tostart clinical vaccine
trials this month and is one of a handful
of companies working with mRNA tech-
nology, which can produce a vaccine
more swiftly than other methods.

“We want to give [the company]

ment, it is elementary from an indus-
trial point of view that we maintain and
strengthen key industries in Germany.
Germany is not for sale. We do not sell
our silverware.”

Fears are growing that the hunt for a
coronavirus vaccine will spark geopolit-
ical clashes if countries act according to
narrow self-interest.

Accordingtoa letter from the German
finance ministry seen by the Financial
Times, the Curevac investment was
“extremely urgent” because the com-
pany was planning an IPO on Nasdaq in
July. The letter said the stake purchase
ensured that “the company is not taken
over by a foreign investor and that it
doesnotleave the country™.

CureVac is 80 per cent owned by SAP

man newspaper reported that the US
government had sought to take over the
group in an effort to secure supply of a
potential vaccine after its then chief
executive, Daniel Menichella, met Presi-
dent Donald Trump at the White House.

“It goes without saying that a German
company should not be developing a
vaccine for exclusive use in the US,”
Mr Hopp said at the time.

Meanwhile, US regulators yesterday
revoked emergency approval for
hydroxychloroquine, the antimalarial
drug touted by Mr Trump as a
“game-changer”.

The Food and Drug Administration
said new data from trials showed the
drug did not improve the condition of
patients or have an antiviral effect, so

Analysls » PAGE3 financial security,” Peter Altmaier, Ger-  co-founder Dietmar Hopp and counts  thebenefits did notoutweigh the risks.
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The stability and resilience of our food
supply chains are more important than
ever. As a leading financier of food and
agriculture, we work together with food
companies and farmers to ensure a
sustainable future for our food system —
and the planet.

Rabobank has the partners, financial
solutions and a global team of

food & agribusiness analysts to help
clients future-proof their businesses.

Learn more: rabobank.com/foodrevolution
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CORONAVIRUS
ROUND-UP

Eurozone exports shrink a third and
imports nearly a quarter during April

Exports from the eurozone fell almost 30 per cent in
April and imports a quarter, underlining the impact of
the pandemic-induced shutdown.

Trade between EU countries fell slightly more than
32 per cent, Eurostat data showed yesterday,
signalling just how hard European trade has been hit by
theoutbreak.

EU exports amounted to €136.6bn in the month, a
decline 0f 29.3 per centon April 2019.

New York manufacturing sector’s
optimism at highestlevel since 2009

Optimism in the New York manufacturing sector has
reached its highest level in more than a decade.

The outlook improved as business activity steadied
after rapid declines at the height of shutdowns, accord-
ing to the New York Fed’s Empire State manufacturing
survey.

The index, which gauges future business conditions,
jumped to 56.5 in June from 29.1 last month,
Tt was the bestreading since October 2009.

Greece reopens doors to tourists

— R . = )
The suns sets over the Greek Island of Santforini as the
country yesterday reopened officially for tourism. Visitors
from Haly, Spain and the Netherlands will be tested at the
airport and spend two weeks In quarantine, if they test
positive. There will be random tests for tourists from
other EU states, China, Australia and New Zealand.

Norway stops data collection from
track-and-trace app over privacy fears

Norway will suspend data collection from a track-and-
trace app aimed to stop the spread of coronavirus after
the national data watchdog said itinterfered with users’
privacy.

The Institute of Public Health plans to delete all data
collected by the app that was downloaded 1.6m times
and suspend the further collection of data after recetv-
inganotification from the data protection authority.

Lahore to be put under lockdown
for two weelks after cases surge

Pakistan will impose a two-week lockdown from
tonightin parts of Lahore, its second-largest city, aftera
surge in cases. Yasmin Rashid, health minister of Pun-
jab province of which Lahore is the local capital, said

INTERNATIONAL

Talks breakthrough

Irish parties strike first coalition deal

Three groups — Fianna
Fail, Fine Gael and the
Greens — will share power

ARTHUR BEESLEY — DUBLIN

Ireland’s traditional ruling parties have
struck a deal to govern together for the
first time, clearing the way for opposi-
tion leader Michedl Martin to take over
as prime minister from Leo Varadkar in
athree-way coalition.

The agreement yesterday between Mr
Martin’s centrist Fianna Fail, Mr Varad-
kar’s centre-right Fine Gael and the
Greens follows an inconclusive Febru-
ary electionin which Sinn Féin national-
ists won the popular vote but not
enough seats for a parliamentary major-
ity. Mr Martin and Mr Varadkar will
rotate the position of prime minister.

1f the deal — which hinges onapproval
by party membership in the next fort-

night — goes ahead it would shattera
system that has survived for almost a
century. All governments since the
foundation of the Irish state in 1922
have been led by Fianna Fail or Fine
Gael and its predecessor.

But the parties, which took opposing
sides in the 1922-23 civil war over the
terms of the treaty to establish inde-
pendence from Britain, have never
ruled together.

“This is the original divide inIrish pol-
itics that, as a result of them agreeing to
go into government if they do, is coming
to an end,” said David Farrell, head of
politics at University College Dublin.

The breakthrough follows several
weeks of talks that were delayed by the
lockdown. It comes 128 days after an
electionin which Mr Martin’s party won
the most seats and Mr Varadkar trailed
into third place. Each refused talks with
Sinn Féin over its leftist policies and
links to IRA paramilitaries during the

Northern Ireland Troubles thatended  “ic i

with the 1998 Good Friday peace pact. ThlS is the
Battling coronavirus and the eco- 01'1g1nal

nomic shock it set off will be the incom- R

ing government’s biggest task. “The dl_VIde o)

programme for government does repre- Irish

sent ... anew departure in terms of olitics

how we deal with key issues from hous- p .

ing, education, health and above all the that... is

challenge of our generation which is cli- g

mate change,” Mr Martin said. commjg e
The three parties said Covid-19 had an end

“upended our certainties and changed
our world”. Theyadded: “We are assert-
ing our ambition to meet these challen-
ges, repair the damage that has been in-
flicted by the pandemic, and take there-
newed spirit arising from these challen-
ging times and translate itinto action.”
The parties want to boost housing,
healthcare and public transport and cut
greenhouse gas emissions by an average
of 7 cent per cent a year. But the new
government faces severe fiscal pressure.

Although Ireland has started to ease
lockdown restrictions, it is grappling
with 26 per cent unemployment and a
forecast €30bn budget deficit this year,
after a 2019 surplus. The parties prom-
ised a stimulus plan next month to kdick-
start the economy and said they would
set out a “medium-term road map” to
reduce the deficit in the October budget.

“our focus will be to get people back
to work as quickly as possible. Our aim
isto create 200,000 jobs by 2025 as well
as helping people unemployed due to
Covid-19 back towork,” they said.

In a sign that Dublin’s Brexit policy
will notalter, they said effecting the pro-
tocol to keep the border with Northern
Ireland would be a “key priority™.

Arisein the pension age to 67, which
was to take force next year, will be
deferred. The policy will be reviewed.

The Greens are the biggest potential
stumbling block, as members are divid-
ed, despite climate targets to woo them.

Prosecutions shoot up after

punishments increased for
spreading false information

MAX SEDDON — NEW YORK

Grigory Winter, a human-rights activist
in the north Russian city of Chere-
povets, was surprised one day in April to
find seven security officers and two riot
police waiting outside his front door.

As the officers ransacked his apart-
ment, Mr Winter was even more sur-
prised to learn the justification for the
search: a post he had written on social
media a few days earlier claiming that
officials were transferring prisoners
with Covid-19 symptoms without taking
precautions against the disease. Investi-
gators in Cherepovetssay no corrections
officers or prisoners were diagnosed
with the disease atthetime.

The case against Mr Winter is one of
dozens Russian authorities have filed
this spring after President vladimir
Putin approved increased punishments
under a fake news law passed last year
for “knowingly spreading false informa-
tion” about the pandemic.

Some have advanced rumours and
conspiracy theories. Others, like Mr
Winter, have claimed Russia’s response
has been woefully inadequate or that
officials are hiding the true extent of the
pandemic — and now face up to five
years in prison for criticising it.

“They’re scaring ordinary citizens en

Russia. Censorship

Putin uses ‘fake news’ on virus to tighten grip

additional provisions on discussions of

Mr Winter is no stranger to run-ins

compliance with earlier orders to stop the spread of
coronavirus had been weak in parts of the city.

Businesses, excluding pharmacies and stores selling
essential food items, are to be shut under the restric-
tions. Residents living in neighbourhoods with sus-
pected cases could be forced to take tests.

Cases so far

7,960,856

and 434,388 deaths by £.35pm BST on June 15

Source: Johns Hopkins University, CSSE
Read more at ft.com/coronavirus

The state virus task force has a “fake
news” unit, and the Investigative Com-
mittee, an FBI-like law enforcement
agency, tracks it on messaging apps.

Kremlin spokesman Dmitry Peskov
said: “Unfortunately, nobody in the
world has won the war with fakes yet.
The surfeit of information technologies
is only aggravating the situation. We are
continuing this struggle.”

Prosecutions under the fake news law
have shotup since Mr Putin signed the

the pandemic, which parliament rushed

“This disinformation is a really
socially dangerous phenomenon that
can often lead to very tragic conse-
quences,” said Timofei V, deputy head of
a state-run virus monitoring centre.

Anna Generalova, for Russia’s prose-
cutor-general’s office, said prosecutors
“ceaselessly monitor” media and the
internet for virus-related fake news and
“immediately react”to block them.

“Specific charges to be filed and pun-
ishment to be administered are deter-
mined by the seriousness of the deed
committed and subsequent conse-
quences,” she said.

masse,” Mr Winter said. Police presence:
After implementing strict lockdown  officers patrol
measures in late March, several weeks Red Square in through in a single day.
after most other countries, Russia has  central Moscow
sought to keep information about the  yesterday
pandemic under equally tight control. 2:’;?:;; 5

with local authorities: last year he was
sentenced to 280 hours’ community
service under the law against insulting
public officials in a dispute over plans to
cut down a forest. He is one of the few
people to face jail time for posting,
which he claims is retribution for his
years of campaigning against police and
prisonofficials in Cherepovets.

“Iinsulted the prison bosses, so they
decided 1 had to be punished one way or
the other,” Mr Winter said.

Most of the charges had been brought
against people whose posts had little
reach outside their immediate social
group, said Sarkis Darbinian, chief legal
officer at privacy rights group

Roskomsvoboda. “The Kremlin doesn’t
have any kind of real programme,
they've let the genie out of the bottle.
They criminalised the statute and now
local police are deciding when to file
charges,” he said. “It’s obvious they're
trying to frighten citizens so they don’t
write anything and are scared to post.”

In several cases, police have published
videos of interrogations in which sus-
pects confess to and repent of their
crimes. A week before lockdown, a
court fined Oksana Garipova, a hair-
dresser in Nizhnekamsk near the Volga
river, Rbs30,000 ($427) for recording a
voice message on WhatsApp claiming
local authorities would introduce com-
pulsory quarantine. She then appeared
on a popular talk show to apologise, say-
ingitwasa “prank”just for friends.

“These conspiracy theories are basi-
cally part of state ideology, but they
can'tlet ordinary people do it because it
might end up with them taking to the
streets, and that’s inadmissible,” said
Andrei Kolesnikov, a fellow at the Carn-
egie Moscow Center. “Then the police
get involved and these people haveto be
punished. The ordinary people don't
really know what theyre talking about,
butthey're the ones who get punished.”

Several other defendants have said
their messages were intended as parody.
In April, investigators charged Alexan-
der Thorn, known for impersonating Mr
Putin and his cabinet, for a satirical
video of lurid claims about the origins of
the virus and Microsoft founder Bill
Gates and 5G towers.

Weeks later, Nikita Mikhalkov, an
Oscar-winning director and official
Putin campaigner during the last two
presidential campaigns, also aired some
of the theories about Mr Gates parodied
inMr Thorn'’s video on his show on state
channel Russia 24. The channel pulled
the episode after a publicoutcry.

A few days later, the general prosecu-
tor’s office said unspecified videos of
allegations about Mr Gates were fake
and ordered censors to ban them from
social media. Evenso, asegment aired in
April from a show on the most-watched
network that also cited Mr Gates’
alleged exploitation of the pandemic to
introduce “digital slavery” remains on
Channel One’s website.
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Employment

US civil rights laws protect LGBT workers, rules Supreme Court

KADHIM SHUBBER — WASHINGTON

The US Supreme Court has ruled that
gay and transgender workers are pro-
tected by federal civil rights laws in a
landmark anti-discrimination deci-
sion.

Two Republican appointees joined the
court’s four liberal justices to decide the
issue in a 6-3 ruling that said the 1964
Civil Rights Act also applied to gay and
transgender people, meaning employ-
ers cannot fire them because of those
characteristics.

Under Title VII of the act, discrimina-
tion on the basis of “race, colour, reli-
gion, sex or national origin” is banned.
The court’s ruling said the ban on “sex”
discrimination covered gay and trans-
gender people.

“An employer who fires an individual
merely for being gay or transgender
defles the law,” wrote Justice Neil Gor-
such, an appointee of Donald Trump, as
he delivered the majority opinion. The
decision comes five years after the
Supreme Court legalised same-sex mar-
riage. Yesterday's ruling, also supported
by Chief Justice John Roberts, an
appointee of George W Bush, argued

that discrimination against gay and
transgender people necessarily
included judgments about their sex. Jus-
tice Gorsuch noted that an employer
who fired a male worker because he was
attracted to men “discriminates against
him for traits or actions it tolerates in his
female colleagues™

Similarly, he wrote that if an employer
fires a person who identified as male at
birth but who subsequently identified
as female, the employer penalises
“traits or actions that it tolerates in an
employee identified as female at birth”.

“[TThe individual employee’s sex
plays an unmistakable and impermissi-
ble role in the discharge decision,” he
added.

The Trump administration had
argued that Title VI did not protect gay
and transgender people. Last week, the
federal government rolled back protec-
tions for transgender workers against
discrimination in healthcare that had
been instituted by the Obama adminis-
tration.

The White House and Department of
Justice did not immediately return
requests for comment.

The decision was hailed by Democrats

and LGBT+ charities. Joe Biden, the pre-
sumptive Democratic nominee for pres-
ident, said the ruling was a “momentous
step forward for our country™.

Amit Paley, executive director of The
Trevor Project, the LGBTQ suicide pre-
vention charity, said the decision “sent a
resounding message to LGBTQ youth
everywhere that they are free to pursue
their talents and dreams”,

The Supreme Court’s ruling arose
from a trio of cases where gay and trans-
gender workers said they had been fired
because of those characteristics.

Victory: an LGBT supporter outside
the Supreme Court yesterday

In one, Aimee Stephens had been
fired from the funeral home where she
worked after she began living as a
woman. In another, Gerald Bostock was
dismissed from his county jobas a child
welfare advocate in Georgia after he
joined a gay softball league. The third
case involved Donald Zarda, who was
fired as a skydiving instructor days after
mentioning he was gay.

Both Stephens and Zarda have died
since their cases began in the lower
courts.

Three of the Supreme Court’s con-
servative justices opposed yesterday’s
ruling, arguing that the decision had
gone beyond the text of the law passed
by Congressin1964.

US lawmakers in the House of Repre-
sentatives and the Senate have previ-
ously passed separate bills that ban dis-
crimination on the basis of sexual orien-
tation but none hasyetbecome law.

“There is only one word for what the
court has done today: legislation,” wrote
Justice Samuel Alito in a dissenting
opinion joined by Justice Clarence Tho-
mas. “A more brazen abuse of our
authority to interpret statutes is hard to
recall,” he added.
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New York’s poorest borough fends
for itself as Covid-19 strikes hard

Bronx small businesses wonder if they can survive in area at bottom of city’s pecking order

JOSHUA CHAFFIN — NEW YORK

Nancy Testa walked into the kitchen at
capri Cakes, her bakery in the south
Bronx, and saw her workers smiling.

“I said: ‘what’s going on?’” Ms Testa
recalled. The grins, it turned out, were
spawned by the realisation that the bak-
ery had survived through three months
of coronavirus-induced lockdown. “It
wasabigdeal,” Ms Testa said.

New York City’s tentative reopening
from lockdown began last Monday. It
had a special resonance in the city’s
poorest borough and the one hardest hit
by coronavirus. In the past three
months, Bronx residents have suffered
the highest death rates from a pandemic
that disproportionately targets the poor.
The neighbourhood — which is more
than 80 per cent black and Hispanic —
has also become a flashpoint in the
recent protests sparked by the police
killing of George Floyd in Minneapolis.

“Bronxites have always known that
we were behind the pack and under-
resourced,” said Michael Brady, the
chief executive of the Third Avenue
Business Improvement District. “How-
ever, I think it took Covid-19 and the
immense pressure of the pandemic to
have the rest of the city realise that the
Bronx really is disenfranchised.”

On the first day of reopening, there
was a carnival-like atmosphere in the
Melrose section of the south Bronx, a
busy shopping district whose stores are
mostly of the family-owned variety
since, with a few exceptions, the neigh-
bourhood’s deprivation has kept the
national chains at bay.

Women queued outside beauty sup-
pliers and throngs of shoppers shuffled
along the pavement under a hot sun. A
local jeweller advertised hand-sanitiser,
a move that had allowed his and other
businesses to be classified as “essential”
and so reopen early. A tax preparer’s
storefront was covered with a plywood
board scrawled with the words: “Black
& Brown Business™.

Salsa music wafted from an electron-
ics store and collided with rap tunes
thumping from car windows and the
bark of a man promising in Spanish
cheap financing for furniture. There was
an occasional siren — and a sense of
foreboding.

“How many of these small businesses
will be able to stay afloat?” asked Rafael
Salamanca, the local councilman and a
Bronx native. His fear is that many will
go under, and then “we’re going to have
a lot of vacant storefronts, which gives
an opportunity for those big box chain
stores to move in and basically clean
house”.

Abel Brea, owner of 1-800Fix.com, an
electronics repair shop that has been in
the neighbourhood since 1991, was
thinking the same thing. “They’re going
to open. But can they survive?” asked
Mr Brea, wearing a face mask embla-
zoned with the logo of the New York
Yankees, whose stadium is in the Bronx.
Like other business owners, Mr Brea

Bird’s eye view:
Bronx residents
gather to watch
police arrest
curfew-breaking
protesters this
month. Below,
customers
browse inside a
newly reopened

clothing store
David Dee Delgada/Getty
Images; Mark Lannihan/AP

benefited from his landlord’s leniency
in recent months. “The problem is, now
it’s officially open,” he said. “They want
the rent. No more 50 per cent!”

The Bronx has long suffered from the
sense it is forgotten by the rest of the
city, that the prosperity blowing
through Manhattan reaches it years
later, ifat all.

Inthe 1970s and 1980s, buildings were
set alight for insurance money and
crime made it a byword for urban
blight. At$38,000, the median incomeis
less than half that of Manhattan.

But the borough has been attracting
investment, particularly a southern
fringe where Brookfield and other big
developers have been building luxury
condominiums across the Harlem river
from Manhattan. Businesses were also
opening further north, in Mr sala-
manca’s district, and unemployment

was low. “Coronavirus really put a
damper on things,” said Mr Brady.

The Bronx’s death rate of 254 fatali-
ties per 100,000 residents is the city’s
highest. In some Bronx zip codes, the
infection rate is more than double that
of the city atlarge.

That now seems obvious since Bronx
residents tend to work the frontline jobs
— as delivery drivers, health aides, pub-
lic transit workers — that have proved
most vulnerable in the pandemic. They
have high rates of asthma and diabetes.
They are also packed into public hous-
ing towers. “There’s only two elevators
in a building that has 19 storeys, and one
of those elevators is always down. And
so0 you have people literally waiting in
these common areas,” Mr Salamanca
said, explaining how the virus spread.
“with so many people, there was really
no social distancing.”

‘Amid all the gloom, Ed Garcia Conde,
publisher of the Welcome2theBronx
blog — and an avowed foe of gentrifica-
tion — saw one possible silver lining;: the
coronavirus downturn might keep at
bay the luxury condominiums. “T hope
it cancels it,” Mr Garcia Conde said. “If
rents decline, are you going to choose to
live here or Manhattan or Brooklyn,
where everything has already been gen-
trified just the way you want it?”

He was strolling down Third Avenue,
past a plaza where police had encircled a
group of protesters in one of the more
violent confrontations that followed
Floyd’s death, and then along a stretch
where, he noted, even the drug addicts

‘Bronxites
have always
known that
we were
behind the
pack and
under-
resourced’

‘We're going
to have a lot
of vacant
storefronts,
which
[allows] big
box chain
stores to
move in’

— absent during the pandemic — were
beginning to return. “We already knew
we were going to be left to fend for our-
selves when this happened. We've been
before,” Mr Garcia Conde remarked.

That sense of grit — born of poverty
and abandonment — may be vital to the
neighbourhood’s survival. It is abun-
dant at places such as La Morada, a Mex-
ican restaurant on Willis Avenue that
turned itself into a soup kitchen in the
pandemic and serves 1,000 free mealsa
day. “Alot of people have been laid off or
furloughed, if they even had a stable job
tobegin with,” said Marcos Saavedra, as
he packaged an order.

La Morada did not qualify for federal
aid after the pandemic struck. Bronx
businesses received less than 1 per cent
of a $10m New York City loan pro-
gramme for small businesses.

Floyd’s death is a regular topic of con-
versation among customers. One night,
after businesses in Manhattan were hit
by looting, there were sightings of young
men with hammers in the south Bronx
and rumours the neighbourhood would
benext.

“Ididn’t sleep that night, looking at all
the Twitter feeds,” Ms Testa said. The
danger passed. she added: “I feel
extremely blessed.” still, reflecting on
the past three months, she could not
help but adopt a Bronx view of the
world. “There’s an overwhelming feel-
ing,” she said, “that we always get the
short end of the straw.”

Gldeon Rachman see Opinion
See Notebook

Neuronal tests

US scientists
believe virus
could infect
brain and
replicate

CLIVE COOKSON — LONDON

Scientists in the US have found the first
direct evidence that coronavirus could
infect the human brain and replicate
inside its cells, heightening concern
about the disease’s poorly understood
neurological symptoms.

Thomas Hartung and colleagues at
Johns Hopkins University made the dis-
covery after adding low levels of Sars-
Cov-2, the virus responsible for Cov-
id-19, to tiny neuronal balls known as
mini-brains that are grown from human
stem cells.

The researchers found that the virus
infected neurons in the mini-brains via
the ACE2 human protein knownto be a
key entry point for Sars-Cov-2. The
virus then multiplied within the neu-
rons; within three days the number of
copies had increased at least tenfold.

“It is really critical to know that our
most precious organ can be directly aff-
ected by the virus,” said Prof Hartung, a
toxicology expert at Johns Hopkins,
addingthat it was still unclear how often
this happened in Covid-19 patients.

Whether the virus can infect the brain
is among the biggest questions ina long
list of unknowns about how it seems to
affect most body tissues and organs.

The study, which is under peer review
at the journal Altex but not yet pub-
lished, follows unconfirmed reports of
neurological symptoms in Covid-19
patients, including in the original out-
break in Wuhan. More than a third of
victims who were hospitalised in the
Chinese city exhibited neurological
symptoms, including dizziness, head-
ache and seizures.

Yet it has never been clear whether
the virus affects the brain and nerve
cells directly or whether such symp-
toms are a secondary result caused by
damage to the patients’ immune and
cardiovascular systems.

For instance, it is not known whether
a loss of the sense of smell, a common
symptom of the virus, is a result of
direct infection of olfactory neuronsora
side-effect of infection in other cells
involved in olfaction.

If Sars-Cov-2 can attack the human
brain, it has to get past the blood-brain
barrier that shields the organ against
many viruses and chemicals and often
prevents infections. Although the Johns
Hopkins mini-brains show some fea-
tures of a human brain, including elec-
trical activity and communications bet-
ween neurons, they lack other features,
including the blood-brain barrier.

“Whether or not the Sars-Cov-2 virus
passes this barrier has yet to be shown,”
Prof Hartung said, “but it is known that
severe inflammations, such as observed
in Covid-19 patients, make the barrier

isi ate.”

The mini-brains, known as Brain-
Spheres, were developed four years ago
and are used for toxicology testing of
drugs. They have been used to study the
effect of other viruses on the human
brain, including Zika, dengue and HIV.

North Korea threat

Japan puts deployment of
missile defence shield on hold

ROBIN HARDING — TOKYO

Japan has halted an upgrade to its
defences against a possible missile
attack by North Korea after the Aegis
Ashore project was hit by rising costs,
technical problems and publicunease.

The acquisition of the US-built land-
based missile defence shield was part of
a pledge made by Japan’s Prime Minister
Shinzo Abe to President Donald Trump
three years ago as Tokyo sought to
upgradeits defence capabilities.

Yesterday, Japan defence minister
Taro Kono said he was halting the
deployment of Aegis Ashore to
‘Yamaguchi and Akita prefectures “in
light of the cost and the timeframe”. He
said the system would need expensive
hardware modifications to deal with the
risk of rocket boosters falling in civilian
areas.

1f the $3.2bn Aegis Ashore acquisition
isscrapped, it will mark a sharp reversal
in Tokyo’s stance on ballistic missile
defence, after the government previ-
ously argued that the system was essen-
tial to protect Japan against a growing
threat from Pyongyang.

The decision to buy Aegis Ashore fol-
lowed North Korean missile tests in
2017, including two launches that flew
over Japan’s northern island of
Hokkaido, prompting emergency alerts
to the public and civil defence drills.

Innovation

TIM BRADSHAW AND DANIEL THOMAS

Brussels to ease rules keeping
state aid from tech start-ups

Aegis Ashore, made by US contractor
Lockheed Martin, is designed to inter-
cept ballistic missiles in the middle of
their flight. It was meant to supplement
Japan’s Patriot PAC-3 batteries,
which target a missile as it re-enters the
atmosphere, doubling the chance of an
interception.

Mr Trump said on a visit to Tokyo in
2017 that Japan would buy missiles of
“many different kinds”.

Mr Abe touted Japan’s defence pur-
chases as part of his answer to the US
president’s demands on trade, leaving
Tokyo at risk of a backlash if Mr Trump
takes offence at his change of heart. Fail-
ing to follow through on a defence
project may alsoreduce Japan's credibil-
ity in the eyes of the US military.

Japan had intended to install the
weapons at two locations, one in Akita
prefecture to the north of the main
island of Honshu, and one in Yamaguchi
prefecture to thesouth.

But the plans met bitter objections
from local residents near the proposed
sites for the batteries, who said their
towns would become targets for North
Korean nuclear missiles and they would
be in danger when the booster stage of
Aegis rockets fell back to the ground.

Instead, Japan will have to rely on
naval Aegis systems, requiring its war-
ships to maintain a continuous patrol in
the Sea of Japan.

LONDON

Brussels is to temporarily relax state
aid rules that the technology industry
says hold up support for start-ups.

Many venture-backed tech companies
are classified as being in “financial diffi-
culty” under EU rules because they are
runat a loss to accelerate growth or have
sold a large portion to investors.

As aresult, the rules designed to pre-
wvent state support for failing national
companies have denied many start-ups
the help widely available to more tradi-
tional businesses in recent months.

The EU is now moving to extend the
“temporary framework” introduced in
March to include innovative start-ups
and other “micro and small companies”,

Margrethe Vestager, the EU’'s compe-
tition policy chief, said such businesses
were “crucial for the economic recovery
of the union”, Private investors would be
able to invest alongside government
funds under the proposals, she said.

The framework was designed to help
states respond to the downturn trig-
gered by coronavirus. Under state aid
rules, governments would normally be
unable to provide businesses with
grants or guarantee loans.

The exemptions follow a campaign by
tech trade groups urging greater flexi-
bility in Brussels’ approach to start-ups.

Benedikt Blomeyer, director of EU
policy at Allied for Startups, an advo-
cacy group, said Brussels was “heading
in the right direction”, though he was
awaiting details. Liz McCarthy of Scale
Ireland, another start-up advocacy, said
1.2 per cent of Ireland’s €180m Sustain-
ing Enterprise Fund had been approved
in the first three months since its

Margrethe
Vestager says
private Investors
will be able to
Invest alongside
government funds

launch. “The removal of this impedi-
ment will enable the [Irish] government
and its agencies to urgently channel
funds to viable innovation-driven com-
panies that can provide an important
source of economic growth post-Covid.”

The UK Treasury has earmarked
£250m to match investment through
the Future Fund, which has been over-
subscribed since opening a month ago.

Dom Hallas, executive director of
Coadec, which represents UK start-ups,
said: “The devil will be in the detail but
we're hopeful this could allow British
start-ups much better access to the gov-
ernment’s liquidity package.”
Additional reporting by Javier Espinoza in
Brussels

New outbreak

Controls reimposed in Beijing
following infections surge

DON WEINLAND AND NIAN LIU — BELJING

Half of Beijing’s districts reported new
coronavirus cases yesterday in the
country’s most serious upsurge in
infections for months.

Authorities announced that 79 people
had been hospitalised and there were 36
new infections in the Chinese capital, a
day after more than 75,000 tests were
conducted in the city of 20m.

The cluster of infections linked to Bei-
jing’s largest seafood and vegetable
market has become the most serious
outbreak since China said it had largely
succeeded in controlling the pandemic.

Life in Beijing had mostly returned to
normal after more than 50 days without
a confirmed case, but on Sunday dis-
tricts began to control movement again.
Restaurants and other businesses were
required to collect personal information
of customers, only a week after such
measures were relaxed.

The market at the centre of the out-
break has been closed and several resi-
dential compounds locked down.

In the months following the start of
the outbreak in Wuhan, Beijing became
one of the most difficult places in China
to enter. All travellers to the city were
required to quarantine for 14 days.
Those restrictions were eased in May.

The new cases threaten to deliver a
blow to the Communist party’s attempt

to revive economic growth after output
fell toitslowest level in a generation.

“The outbreak in Beijing was a shock
to the Chinese government, and we
believe the risk of a second wave in
China rose significantly over the past
weekend,” said Ting Lu, chief China
economist at Nomura.

Many indicators of growth have
shown positive signs in recent weeks.
The National Bureau of Statistics said
yesterday that industrial production in
May grew by 4.4 per cent year on year,
higher than the previous month but still
below some analysts’ expectations.

Fixed-asset investment for the first
five months of the year fell by 6.3 per
cent on a year earlier, a sign that invest-
ments in real estate and infrastructure
were still suffering after the crisis.
Growth in retail sales was down 2.8 per
cent.

The rise in cases in China comes after
a jump in US cases, prompting concern
among investors. The Shanghai CSI 300
index was down about 1 per cent at mid-
day, Japan’s Topix fell 0.7 per cent and
Hong Kong’s Hang Seng index was
0.6 per cent lower.

“Surging cases from China to US are
increasingly worrying investors that
another economic shutdown could be
around the corner for everyone,” said
Ipek Ozkardeskaya, a senior analyst at
Swissquote Bank.
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Human rights

Antiracism protesters converge on Atlanta

Police officer sacked after
fatal shooting of black
man outside restaurant

DEMETRI SEVASTOPULO
AND LAUREN FEDOR — WASHINGTON

Hundreds of protesters descended on
the Georgia state legislature to call for
police reform three days after a white
officer fatally shot a black man outside a
‘Wendy'srestaurantin Atlanta.

The National Association for the
Advancement of Colored People had
organised the “March on Georgia” after
the killing of George Floyd in Minne-
sota. The focus of the demonstration

expanded after Rayshard Brooks, 27,
was shotin Atlanta on Friday.

Brooks died after people had taken to
the streets of cities across the country in
protest against systemic racism and
police brutality. Floyd and Brooks are
the latest in a long line of black men
killed by white police officers.

Erika Shields, the Atlanta police chief,
resigned over the shooting on Friday
night. Garrett Rolfe, the officer who
killed Brooks, was sacked after Keisha
Lance Bottoms, the city’s mayor, called
for his dismissal. Devin Brosnan, a sec-
ond officer at the scene, has been placed
on leave, pending an investigation.

Police had been called to a Wendy’s
where Brooks was asleep in his car,

blocking the drive-through lane. Video
showed Brooks complied in a friendly
manner with the officers, who adminis-
tered a breathalyser test. Brooks failed
and offered to walk to his sister’s home,
but the officers tried to arrest him.
Brooksresisted and fled with an officer’s
stun gun but was shot in the back.

Critics argue the officer had no cause
to shoot since they had identified
Brooks and had made sure he was not
carrying aweapon.

On Capitol Hill, lawmakers from both
parties have proposed reforms of polic-
ing practices. Last week, Democrats in
the House and Senate introduced a
measure that would ban chokeholds,
create a national registry to track police

misconduct, make it easier for prosecu-
tors to seek criminal and civil penalties
for police abuse, and ban certain “no-
knock” warrants, that allow officers to
forcibly enter properties.

Republican senators are expected to
present a bill tomorrow in an effort led
by Tim Scott, the sole black Republican
senator, who said it would include a reg-
istry but emphasise training.

Donald Trump, who has been lam-
basted for his response to the antiracism
protests, did not comment on the
Brooks case. He defended his record on
race yesterday, saying he had done more
in four years for “Black America” than
Joe Biden, the Democratic presidential
nominee, had done in 40 years.

Brooks’ family thanked the public for
their support and urged people to con-
tinue to be vocal about the case. Tomika
Miller said her husband was “looking
down smiling” because his name would
be remembered and would bring atten-
tion to the need to address racism.

L Chris Stewart, a lawyer for the fam-
ily, urged people not to blame Brooks for
resisting arrest. He said many black
men were nervous about being arrested,
particularly after watching how Floyd
was killed in Minneapolis.

Floyd, 46, died after a white police
officer knelt on his neck for almost nine
minutes, even though he was restrained
in handcuffs and lying on the ground
surrounded by four police officers.

Senior officials deny reports

Nkurunziza is first head of
state to die with Covid-19

DAVID PILLING — LONDON
ANDRES SCHIPANI — SAD PAULO

Photographs circulated on Burundian
social media this weekend showing
Evariste Ndayishimiye, the president-
elect, signing the condolence book of
Pierre Nkurunziza, the recently
deceased president.

Such isthe climate of fear and rumour
in Bujumbura, the central African
nation’s biggest city, that some were
genuinely surprised to see that the
president-elect was actually alive.

The photograph has helped put paid
to whispers that Mr Ndayishmiye had
become the latest member of the estab-
lishment to succumb to coronavirus,
which appears to have torn through
Burundi’s elite and thrown the country
into constitutional uncertainty.

Lastweek, Burundi was shaken by the
news that Nkurunziza, an apparently fit
55-year-old who had denied that coro-
navirus posed much danger, had col-
lapsed and died, officially of a heart
attack. Only three days earlier, the
sports-mad former rebel leader who
had run the country of 11m people since
2005 had been attending a volleyball
match before beingrushed to hospital.

Diplomats, citing medical sources,
said there was a high probability that
Nkurunziza, whose wife was last month
airlifted to Kemya with suspected
Covid-19, had died from side-effects of
the virus. Other members of his family,
including his mother, are also said to
have been infected with the virus,
prompting one diplomat to call Nlkurun-
ziza a “super spreader”.

A senior Burundian official dismissed
such commentsas “just rumours”. But if
confirmed, Nkurunziza would be the
world’s first head of state to die from
Covid-19. Boris Johnson, UK prime min-
ister, recovered from the illness in April
after several days in intensive care.

“It seems that the virus has really
shaken the top of the party,” said Ketty
Nyivabandi, a poet and activist from
Burundi who lives in exile in Canada.
“It’s a strange and interesting time in
Burundi right now.”

Like other leaders including Alexan-
der Lukashenko, Belarus’s strongman,
Jair Bolsonaro, president of Brazil, and

John Magufuli, president of neighbour-

Cenftral Africa. Political upset

Virus stalks Burundi elite after president’s death

‘The Covid
situation
in Burundi
is awful. It
is really,
really bad’

ing Tanzania, Nkurunziza had refused
to take strong measures against Cov-
id-19. His death, apparently from the
virus, might send a chill through other
governments whose leaders have been
unwillingto confront the pandemic with
aggressive measures, diplomats and
analystssaid.

In Burundji, schools, places of worship
and even sporting events had continued
to operate throughout the pandemic.
Nkurunziza had pressed ahead with
national elections to choose his succes-

sor in spite of concerns that tightly
packed political gatherings were a per-
fect venue for transmitting the virus.

Mr Ndayishimiye, the candidate for
the ruling CNDD-FDD party, told sup-
porters at one rally not to worry about
Covid-19. “Do not be afraid,” he said.
“God loves Burundi and if there are peo-
ple who have tested positive it is so that
God may manifest his power.”

Officially, Burundi has just 85 cases
and only one person has died of the
virus, though few health experts accept
the government’s data. In May, Burundi
expelled the World Health Organization
team monitoring the outbreak.

“The Covid situation in Burundi is
awful. It is really, really bad,” said one
western diplomat, speaking on condi-
tion of anonymity. “I hope [Nkurun-
ziza'’s death] really serves as a wake-up
call to Burundi’s leadership — and those
of other countries like Tanzania — to
keep people from dying.”

Analysts at Crisis Group, a think-tank,
warned that Nkurunziza’s sudden death
risked sparking a tussle for power
between the president-elect and Pascal
Nyabenda, president of the national
assembly, the late president’s preferred

Evariste
Ndayishimiye,
president-elect,
signs a book

of condolence
for Pierre
Nkurunziza.
Below, street
vendors at
Bujumbura

bus terminus
Tehandrou Nitanga/AFFY
Gatty Images; Evrard
Ngendakumana/Reuters

successor. Under the constitution, if a
sitting president dies, the president of
the national assembly takes over on an

However, the constitutional court on
Friday sought to head off a crisis by rul-
ing that Mr Ndayishimiye, whose inau-
guration had not been due until August
20, assume office as soon as possible.

For Nkurunziza, who became presi-
dent in 2005 after along civil war, it was
not meant to have ended this way. Hav-
ing held on to power with a contentious
referendum in 2015 that allowed him to
serve a third term as president, he had
agreed to step down this year on condi-
tion that he be designated Paramount
Leader, Champion of Patriotism and
Leadership Core. Most analysts
expected him to seek to pull strings
from behind the scenes.

Nkurunziza’s regime was accused of
murdering and torturing opponents
and silencing the media. His successful
quest for a third term triggered an
attempted coup and the displacement
of 400,000 people, many of whom
remain in refugee camps in Tanzania.
His death ended his stint as Paramount
Leader before it had begun.

South-east Asla

Indonesia
reaches for
QE to offset
effects of
pandemic

STEFANIA PALMA — SINGAPORE

Indonesia will use unprecedented
quantitative easing and other mone-
tary and fiscal policies for as long as it
takes to recover from the pandemic, its
finance minister said.

‘With the private sector in retreat after
weeks of lockdown, massive state
spending was needed to buoy the econ-
omy, said Sri Mulyani Indrawati. “The
government is the only player in town.”

South-east Asia’s largest economy has
become one of the biggest emerging
markets to experiment with QE, under
which a central bank buys government
bonds to fund an economic relief pro-
gramme and counter market turmoil.

Ms Indrawati said the pandemic trig-
gered a “perfect storm” of falling state
revenue, rising fiscal spending and vola-
tile financial markets. “. . . the central
bank can play as a standby buyer,” she
said, but Indonesia would not rely on
central bank financing in the long run.
“That is not good policy practice.”

Indonesia suffered Rpl25tn
($8.83bn) of capital outflows in the first
quarter as the pandemic struck. The
yield on 10-year, rupiah-denominated
government bonds jumped from a low
of 6.5 per cent in February to 8.3 per cent
in late March, while the currency fell
from about Rp13,500 to Rpl6,500
against the US dollar in the same period.

In response, authorities this year gave
Bank Indonesia permission to buy gov-
ernment bonds in the primary market
for the first time. Indonesia’s QE also
allows for central bank purchases in the
secondary market.

Jakarta is forecasting a fiscal deficit
this year of 6.34 per cent of gross domes-
tic product, more than double the con-
stitutional 3 per cent cap, which has
beenlifted until 2023.

Bank Indonesia has also used QE to
stem outflows of foreign capital. The
economy is vulnerable to the outflows
and currency depreciation during crises
with foreign holdings of rupiah-denom-
inated government bonds standing at
about 40 per cent pre-pandemic.

Changyong Rhee, director of the Asia
Pacific department at the IMF, said
Indonesia had made clear QE would be
used only as a last resort. Jakarta was
committed to the independence of its
central bank, he said, adding: “we
believe thereis good intention.”

QE has had some success. Foreign
capital inflows totalled Rp7tn in the first
week of June. This month, the yield on
10-year rupiah-denominated govern-
ment bonds fell just below 7 per cent
while the currency appreciated to
Rp13,800 against the US dollar. But at
30 per cent, foreign holdings of govern-
ment bonds have yet to fully recover.

“There are some encouraging signs in
thelatestauctions . . . but still they [for-
eign investors] haven’t returned in a big
way,” said Joseph Incalcaterra, chief
Asean economistat HSBC.

The government could also face gov-
ernance challenges managing a spend-
ingsurge in a country that scores poorly
in corruption indices, analysts said.

“The opportunities for rent-seeking
are pretty immense,” said Peter Mum-
ford, head of south-east and south Asia
at Eurasia Group. “Governance mecha-
nisms have been weakened as a result of
reducing the powers of the anti-corrup-
tion body. That will be aconcern.”

Moscow ftrial

Former US marine jailed in Russia for spying

VALERIE HOPKINS
SOUTH-EAST EUROPE CORRESPONDENT

A Moscow court has sentenced a
former US marine to 16 years in prison
after he was found guilty of spying in a
trial that American diplomats said was
unfair and lacking transparency.

Paul Whelan, who also holds British,
Canadian and Irish passports,
was arrested by Russian security agents
in December 2018 while at a wedding at
anupmarket Moscow hotel.

After being sentenced yesterday, Mr
‘Whelan dismissed the court’s verdict as
“political theatre” and said he had not
understood a word of the proceedings
thathad been conducted in Russian.

US secretary of state Mike Pompeo
said the US was “outraged” by the con-
viction and demanded Mr Whelan’s
immediate release. “The treatment of
Paul Whelan at the hands of Russian
authorities has been appalling. Russia
failed to provide Mr Whelan with a fair
hearing before an independent and
impartial tribunal,” he said.

John Sullivan, the US ambassador to
Russia, said Mr Whelan's conviction was

a “mockery of justice” and called for his
immediate release. “This secret trial in
which no evidence was produced is an
egregious violation of human rights and
international legal norms,” Mr Sullivan
said. “The world is watching.”

At the time of his arrest, Mr Whelan,
now 50, was director of global security
for an automotive components manu-
facturer in Detroit. The prosecution
alleged that Mr Whelan had received a
thumb drive of classified materials.

Mr Whelan, who pleaded not guilty,

Fury: Paul Whelan holds up a sign
denouncing the legal proceedings

said he thought a Russian friend was giv-
ing him pictures from a recent trip, and
said he had been framed.

Some observers speculate that the
court verdict may be used as leverage by
the Kremlin to attempt an exchange for
high-value Russian citizens being held
in the US, a claim denied by Moscow.

The case follows the detentionin Mos-
cow of Michael Calvey, a high-profile
American investor, and Philippe Delpal,
his business partner and a French
national. Mr Calvey, chief executive of
Baring Vostok, a private equity com-
pany, was detained in Moscow with five
colleagues in February 2019 on charges
of financial fraud. All have denied any
wrongdoing.

Mr Calvey has been under house
arrest since April 2019, which was
extended by a Moscow court until mid-
August. Mr Delpal was released into
house arrest in August last year.

The move against Baring Vostok, one
of the largest foreign investors operat-
ing in Russia, and its founder,
stunned the foreign business commu-
nity and raised questions about the risk
of doing business in Russia.

Rappler website

Philippines journalist convicted of ‘cyber libel

JOHN REED
SOUTH-EAST ASIA CORRESPONDENT

Philippines journalist Maria Ressa,
chief executive of the Rappler news
website, has been found guilty of
“cyber libel” and sentenced to up tosix
years in prison.

The conviction was the first to be deliv-
ered against Ms Ressa, whose company
and colleagues face another seven crim-
inal cases under an array of charges
brought by Rodrigo Duterte’s adminis-
tration since 2017. Human rights cam-
paigners described the verdict as a blow
for press freedom in the country.

Ms Ressa, a former Manila and
Jakarta bureau chief for US television
channel CNN, was found guilty along
with Rey Santos, a former Rappler
researcher and writer. But the court
found no liability for Rappler’s corpo-
rate entity, which was also charged.

The court allowed the two to post bail,
and sentenced them to between six
months and one day and six years in jail.
Last week, Ms Ressa said Rappler
planned to challenge the verdict “all the
way tothe Supreme Court”.

Founded in 2012, Rappler haswona
keen audience among liberal Filipinos
critical of Mr Duterte. It has angered
administration officials with its report-
ing on the president and his family, the
administration’s interactions with big
business and China, and its anti-drug
campaign that has killed tens of thou-

The Committee to Protect
Journalists described the
conviction as ‘a crime
against press freedom’

sands of people since the president took
power in2016.

The charges in the cyber libel case
were brought last year by the Philippine
justice department in response toa 2017
complaint by Wilfredo Keng, one of the
country’s richest businessmen, under
an eight-year-old cyber crime law.

The article that prompted Mr Keng’s
complaint was published in May 2012,
four months before the law was passed.
But prosecutors were able to pursue the
case because Rappler republished the

story in February 2014 to correct a one-
letter mistake in the story.

The story in question, which remains
accessible on Rappler’s website, linked
an impeached then-Supreme Court
chief justice to a vehicle registered in the
name of Mr Keng. Mr Keng has denied
wrongdoing.

The US-based Committee to Protect
Journalists described Ms Ressa’s convic-
tion and sentencing as “an outrageous
crime against press freedom”. Human
Rights Watch said the verdict was “a
devastating blow to media freedom in
the Philippines”.

Ms Ressa, other Rappler executives,
and the website itself also faced charges
of tax evasion and violating rules bar-
ring foreign ownership of media compa-
nies. The company and Ms Ressa have
denied any wrongdoing, and their sup-
porters describe the charges as a legal
vendetta meant to silence them.

The guilty verdict comes against the
backdrop of deteriorating human rights
standards and media freedom in the
Philippines. ABS-CBN, the country’s
leading broadcaster, was last month
orderedto close.
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Facebook picks
Brazil for first
WhatsApp
payment tool

o Group focused on emerging markets
& Push to facilitate more shopping

HANNAH MURPHY — SAN FRANCISCO

Facebook is forging ahead with plans to
bring ecommerce to its platforms to
capitalise on emerging markets, launch-
ing a digital payments service for
‘WhatsApp’s 120m Brazilian users.

The messaging app acquired by Face-
book in 2014, yesterday unveiled What-
sApp Pay, which will allow users to send
money to one another for free or make
purchases from small businesses, with-
out leaving the chat platform.

The Brazil launch is the first nation-
wide rollout of payments on WhatsApp,
and acts on comments by Mark Zucker-
berg, Facebook chief executive, this
year that the company would prioritise
introducing the feature in four markets:

The move allows Facebook
to gather data around
spending patterns and
compete with Amazon

Brazil, Mexico, Indonesia and India.

Brazil is its second-largest market
after India, where efforts to launch a
payments service have been held up for
two years by regulators.

“Making payments simple can help
bring more businesses into the digital
economy, opening up new opportuni-
ties for growth,” WhatsApp said yester-
day. “In addition, we’re making sending
money to loved ones as easy as sendinga
message, which could not be more
important as people are physically dis-
tant from one another.”

The move comes as Facebook contin-
ues its push to facilitate more shopping
on its platform, allowing it to gather
data around spending patterns and
compete with Amazon, the US ecom-
merce group.

The company has started to roll out

Facebook Pay, a similar service, on its
Facebook and Messenger app, while last
month it launched Facebook Shops to
allow sellers to create digital storefronts
on Facebook or Instagram. Deutsche
Bank analysts deemed Shops to be a
$30bn-a-year-revenue opportunity.

WhatsApp said yesterday that it
would facilitate peer-to-peer payments
for users for free, and that the system
would integrate with Facebook Pay so
that users’ card information would be
saved across the services.

Small businesses, which can already
respond to questions from users and
upload a catalogue of products in
WhatsApp's business version, will have
to pay a 3.99 per cent “processing fee to
receive customer payments”, Whats-
App said, adding that this was “similar
to what they may already pay when
accepting a credit card transaction”.

Payment processing will be facilitated
by Cielo, WhatsApp said. The system
will support debit or credit cards from
Banco do Brasil, Nubank, and Sicredi on
the Visa and Mastercard networks, it
said, adding that it had “built an open
model to welcome more partners in the
farture”.

WhatsApp said that “WhatsApp and
Facebook will not automatically use
your payment account and transaction
details to inform the ads that you see”,
but that individual businesses could use
certain user information “for advertis-
ing purposes”.

“The business has a responsibility to
ensure it handles your data in accord-
ance with its privacy policy and applica-
blelaw”, the company added.

InIndia, WhatsApp's efforts to launch
a digital payments service have been
held up by regulators, including the
country’s central bank. The company
said it was pursuing approval and
intended to launch in the country as
soon as possible.

Bet on the future Siemens confident mass
rail commuting will remain ‘backbone of cities

Grinding away: Siemens says stimulus packages stopped customers

JOE MILLER — FRANKFURT

Siemens, one of the world’s largest
train makers, has insisted that mass
rail commuting will remain “the
backbone of cities” even as the
German group confronts the dis-
ruption to public transport wrought
by coronavirus.

The conglomerate’s train division,
Siemens Mobility, suffered a more
than 30 per cent drop in orders during
the first quarter as government budg-
ets were squeezed by a pandemic that
has also sharply cut the numbers of
people travelling on public transport.

As countries in the west follow
those in Asia by easing lockdowns,
Siemens Mobility, which manufac-
tures and services trains and trams,
has introduced a series of measures to
reduce the risk of the virus being
spread by commuters.

The group has deployed robots to
clean carriages, disinfected trains

u

with UVC light and used 3D printing
to create parts that allow passengers
to open doors with their elbows. It is
also working on air-filtration solu-
tions, pending guidance from health
authorities, and its digital pro-
grammes are being used to help cus-
tomers with contactless ticketing and
tomonitor occupancy levels of trains.

Sabrina Soussan, co-chief executive
of Siemens Mobility, said she was con-
fident that passenger demand would
return to pre-coronavirus levels by
the second half of 2021, at the latest,
and that the market would “continue
the long-term growth in the lower
single-digit range”.

Mass commuting on trains “will
remain the backbone of cities”, she
said. Cross-border freight had proved
resilient during the coronavirus pan-
demic, Ms Soussan added.

Rail freight journeys from China to
Europe, for example, have increased
more than 40 per cent on an annual-

Military service risks confining K-pop IPO’s growth hopes to barracks

Bankers have high hopes for Big Hit:if

bands. Their popularity peaks generally
when band members are in their mid-

from cancelling orders — nsvid Pas Moris/Eoomberg

ans of Korean boy band BTS
are nicknamed the Army. The
band’s haul of merchandise
could soon include shares in
the agency that manages

them.

A planned flotation is expected to
value the company, Big Hit Entertain-
ment, atasmuch as Wons5.2tn ($4.3bn).
But South Korea’s actual army could
bring the music to a halt. Mandatory
military service for the band’s members
is set to pause the phenomenal growth it
has driven.

BTS is the most successful export of
the musical phenomenon that is Korean
pop. Its formula of catchy tunes, slick
dance routines and well-groomed stars,
has caught on around the world. Asa
result, plans to list Big Hit Entertain-
ment have stirred global interest.

Korean music agencies have a lucra-
tive business model. One or two bands
generally make most — about 80 per
cent — of their revenues, which keeps
costs low. Fans snap up concert tickets,
albums and branded products ranging
from coat hangers to cakes and electric
massage chairs. That keeps the sector’s
margins high — more than 32 per cent
for JYP Entertainment, one of the four
biggest agencies — while investor
returns can be sensational. JYP shares
rose by about 3,000 per cent in the eight
years to their 2018 peak.

expectations are met, it would value it at
more than the other top three agencies
combined. Top end forecasts imply a
price/earnings ratio of almost 50 times
optimistic forward earnings and a pre-
mium of a quarter over the sector aver-
age. Many will be more than happy to
ignore the steep price.

There have been very few sellers of
the company’s existing over-the-coun-
ter shares, which tend to go for about
$700 each. Retail demand, it seems, is
ready and waiting to buy the sector and
back BTS at any cost.

There is good reason. BTS are the first
pop group since The Beatles to achieve
three No 1s in the US Billboard 200 ina
year. Last year, they were the world’s top
grossing tour group. More than 2m fans
joined their Love Yourself tour of 2018
and 2019, which
grossed $170m.

The new BTS

selling this year.

Mobile games with  Of Big Hit to cope with
BTS characters career breaks for its stars

have topped the
Apple App Store.

As for the agency, since Big Hit was
founded in 2005, revenues have grown
near 700-fold and, in the past three
years, at an average rate of 250 per cent.
Its first-quarter operating profit of $19m
isalmost double the combined figure for
those three local rivals.

However, the listing still looks rather
ill-timed, given a pandemic that has
cancelled concerts around the world.
BTS’s Map of the Soul tour would have
sold 2.5m tickets. Overseas revenues,
which account for almost two-thirds of
Big Hit's total, will suffer.

Military service is a more predictable
threat to the earnings of Korean boy

Current valuations
album has become ASSUME a quick return to
the world’s highest yormality and the ability

twenties — which is also when they have
tojoin the army for up to 24 months.

Jin, the oldest member of BTS, turns
28 — the latest date by which he can
enter — in December. The youngest,
Jungkook, is 23. It could take more than
seven years to put the band back
together withits current line-up.

Unfortunately, absence does not
always make the heart grow fonder. BTS
benefited from the gap left by a previous
generation of boy bands doing military
service. Moving on to younger, newer
groups is so common, fans talk about
which band they have “transited” to —
as you would change metro lines.

Historically, K-pop stocks start
declining, by up to 40 per cent, a year
ahead of the date the oldest band mem-
ber is due to enlist. As they go to do their
duty, profits inevitably fall.

How is Big Hit planning to tackle the
problem? First, the solo careers of band
members can cushion the revenue drop.
Second, diversification away from con-
certs and new albums could also help.
Big Hit hasincreased its non-artist man-
agement revenue to more than a fifth of
the total, by expanding in areas such as
ecommerce, mobile gaming, book pub-
lishing and IP licensing. It has also
bought smaller rivals.

Yet those investments have also
played alarge part in an 18-percentage
point decline in its once-enviable oper-
ating margins of 35 per cent over the
past three years.

Current valuations assume a quick
return tonormality and the ability of Big
Hit to cope with sequential career
breaks for its stars. That seems optimis-
tic to bystanders who have so far failed
to enlistin the BTS fan Army.

June.yoon@ft.com

Travelex
scraps sale
as lenders
reject offers

i \ i DANIEL THOMAS — LONDON
\ Travelex has pulled the sale of its busi-
ness after its banks and bondholders
rejected offers from a shortlist of
potential buyers, leaving the currency
exchange heading for a debt-for-equity
restructuring as it scrambles to secure
its future.

In a statement to investors yesterday,
Travelex said that it had received sev-
eral non-binding offers but that these
“were unacceptable” to lenders that
provided its revolving credit facility and
tobondholders.

The company said, however, that it
remained in talks with its banks and a
group representing about two-thirds of
senior secured note holders about a
“new money financial restructuring” of
the group. This will mean some form of
debt-for-equity swap, according to one
person close to the discussions.

The banks in the facility include Bar-
clays, JPMorgan, Bank of America Mer-
rill Lynch, Goldman Sachs and Deutsche
Bank. PwC is advising Travelex on the
Pprocess.

S&P, the rating agency, has said that
Travelex’s capital structure was “unsus-
tainable on a standalone basis”, with
€360m owed to bondholders and a fur-
ther €90m revolving credit facility. It
pointed to the weak liquidity position
and highly leveraged capital structure,
which made a debt restructuring or
default “almost certain”.

Travelex is the world’s largest retail
currency dealer but has been hard hit by
the pandemic, which has forced outlets
in airports and on high streets to shut. 1t
was founded by Lloyd Dorfman more
than 40 years ago. Its business spans 60
countries, and includes more than 1,000
cash machines.

Yesterday Travelex said that it had a
temporary waiver from more than
70 per cent of the holders of the senior
secured notes to allow it time to negoti-
ate the terms of the financial restructur-

-

ised basis between March and May, as
air transport capacity was cut by the
cancellation of passenger flights,
which often carry cargo.

However, Singapore’s high-speed
rail project is among those to have
been delayed by the pandemic, while
the group said it also expected a slow-
downinLatin America.

Siemens Mobility said stimulus
packages in Europe and the US were
stopping many of its customers from

cancelling orders, and that the strug- ing. This means that the company will
gles of the airline industry could end be able to avoid breaching the terms of
up helping railway operators. its debt after failing to pay €14.4m in

interest that was due on May 15 — at
least until expiry of the agreement at the
startofJuly.

Travelex chief executive Tony
D’Souza said the agreement provided
stability “for lenders to finalise their dis-
cussions on a debt restructuring which
we expect will recapitalise the group’s
balance sheet and inject new capital into
the business”.

“Energy consumption is lower on
trains, and social distancing between
seats can be done more profitably
than on planes,” Michael Peter, co-
chief executive, told the Financial
Times. “The basic mathematics of the
rail industry are still intact,” he
added. “People need to travel to work,
people are ageing, people need public
transportation.”

Contracts & Tenders

NOTICE OF SALE OF SHARES OF THE SOCIETY GROUP UNIVERSE SERVICE -
MARINA IZOLA UNDER SLOVENIAN LAW
(third sale attempt)
The undersigned dr. Maura CHIAROT as insolvency administrator in the Bankruptcy case No.
47/2018, Court of Pordenone
INVITES
The interested parties to submit p offers for the p of the following goods:
Shares equal to 100% of the share capital of the company Universe Service d.o.o. registered
in the register of the District Court of Koper under the number 5732344000 and with registered
legal office in TomaZifeva ulica 04 / A- Izola (Slovenia).
Universe Service d.o.o. for its part, owns 100% of the share capital of the companies Porting
d.o.0. and Marinvest d.o.o., both based in Izola (Slovenia). Through the aforementioned
subsidiaries, Universe Service d.0.0. manages the Marina Izola.
The purchase of the shares of Universe Service d.o.o. consequently entails the automatic
purchase of the sharcholdings of the companies Porting d.o.0. and Marinvest d.o.o. (Universe
Service Group = Marina Izola).
Starting price: 2,990,000.00 euros (two million nine hundred and ninety thousand / 00).
Bidding deadline: until 1200 pm on July the 16th 2020 at the public notary, dr. Gaspare
Gerardi with office in Pordenone (PN) Italy, at the address Viale Trento n. 44,
The sale will take place according to the terms and conditions indicated in the notice of
sale available in its full version on the link: http:/fwww.fallimentipordenone.com/index.
php?where=visualizza_datarcom&dr_id=193"
fe zioni liche e tti** (Public information and contacts).
In any case, the presentation of the offer implies the knowledge and acceptance of the
whole sales conditions indi in the afe t notice of sale.
Further information available by the insolvency administrator, dr. Maura Chiarot, office
settled in Pordenone (PN) Italy, Via Vallona n. 48, Tel. +39 0434/520105, e-mail fallimentil @
associatipn.it.

Legal Notices

RECEIVERSHIF PROCEDURE
SEARCH FOR INVESTORS (SECURITIES OR ASSETS)
INTEVA PRODUCTS FRANCE SAS
Automotive equipment
« French operating company of the INTEVA Group
« Activity : Development and production of parts for the automotive industry
* Products: (i) Closing Systems and (ii) Engines and Electronics
* Turnover as of 31/10/2019 (provisional): EUR 176,556,041
« 3 operating sites:
= ESSON (14): engines and electronics - 246 employees
- SAINT DIE OF VOSGES (88): door modules, window lifts - 241 employees
- SULLY (45): locks and actuators - 178 employees
« Two operating subsidiaries in China and the Czech Republic
The deadline for submitting takeover bids is:
July 16, 2020 at 12:00 p.m.

Third parties are invited to submit their offer (consistent with Article L, 642-2 of the Code of Commerce) in

6 copies (1 of which unbound) to the co-judicial administrators.

= SELARL AJ ASSOCIES - M* Serge Préville - 3 me Croix des Bois - 45000 Orléans

= SELARL FHB - M* Héléne Bourbouloux -176 Charles de Gaulle Avenue = 92200 Neuilly sur Seine.

/An access to the electronic data room will be given after the signature of a iali i

and signing the data room rules and the ion of a brief p ion of the i for the
Reference to be used: INTEVA PRODUCTS FRANCE

Interested are invited to come forward by e-mail to:
71 SELARL FHB - 176 avenue Charles de Gaulle=
E-mails: benjamil iboise@fhbx.eu ; valentin.lai

sociés
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Alirlines

Walsh defends round of BA job losses

IAG chief'says carrier is
complying with law after
‘national disgrace’ claim

BETHAN STATON — LONDON

The chief executive of British Airways
owner IAG has written a scathing
response to a parliamentary committee
thatbranded the carrier a “national dis-
grace” over moves to cut jobs and
change terms and conditions for its
workforce.

Willie Walsh yesterday said that BA
was in “full compliance with the law”
with regard to redundancies, because it
was “only proposing changes that it

wishes to consult over” with trade
unions.

“British Airways is mired in the deep-
est crisis the company has ever faced
and is acting in a perfectly lawful man-
ner,” Mr Walsh said in a letter to Huw
Merriman, who heads the Commons
transport select committee, adding that
the company was “fighting for its sur-
vival”.

The select committee on Saturday
singled out BA in a report on the impact
of coronavirus on aviation, following
weeks of animosity between the carrier
and MPs.

BA announced in April that it would
cut up to 12,000 jobs, nearly 30 per cent
of its workforce, as a result of the coro-

navirus crisis and the depleted passen-
ger levels that it said could continue for
several years.

Mr Merriman acknowledged that the
Covid-19 lockdown may have justified

‘British Airways is fighting
for its survival in the face
of overwhelming and
unprecedented challenges’

some job losses in the aviation sector,
but accused the airline of using the pan-
demic as an opportunity to effectively
fire itsstaff and re-hire them on dramat-
ically worsened terms and conditions.

“This wanton destruction of a loyal
workforce cannot appear to go without
sanction — by the government, parlia-
mentarians or paying passengers who
may choose differently in future,” said
Mr Merriman. “We view it as a national
disgrace.”

In his letter, Mr Walsh said Mr Mer-
riman had made clear the report would
bebased onimpassioned messages from
BA employees “rather than the facts”.

The facts, he said, were clear and to
the contrary: that BA had been unsup-
ported by the government policy of 14-
day quarantine, and employees had
been “betrayed” by trade union leaders
who had refused to engage in consulta-
tions.

“The truth is, indeed, rarely pure and
never simple,” he said. “British Airways
is fighting for its survival in the face of
overwhelming and unprecedented chal-
lenges while respecting the fundamen-
tal British value of the rule of law.”

Unite, the union representing some of
BA's employees, on Saturday voiced its
support for the select committeereport.

“Outside of the BA boardroom bun-
ker, it is hard to find one single defender
of the actions and supporter of the air-
line’s plans,” said Len McCluskey, gen-
eral secretary of the union.

“Once again, BA has shown that if
there is a wrong way to go about things,
then that is the reckless path that it will
choose.”

Lockdowns prove value of
virtual tools in shift to online

sales, says group’s tech chief

LEILA ABBOUD — PARIS

The coronavirus lockdowns have
sparked broad changes to how women
discover and shop for beauty products
by pushing more activity online, espe-
cially among older demographics who
were previously wary, according to
L’oréal’schief digital officer.

“The crisis has profoundly acceler-
ated the digital transformation of the
beauty sector,” said Lubomira Rochet in
an interview.

“In ecommerce, we achieved in eight
weeks what it would have otherwise
taken usthree yearstodo.”

L'Oréal, which is the world’s biggest
cosmetics maker by sales, believes
many of these consumer behaviours
will last after the pandemic subsides.
New marketing tools, such as virtual
try-ons for make-up and hair colour and
one-on-one beauty consultations via
video chat, also proved their usefulness
while stores were closed.

Even before coronavirus hit, the cos-
metics sector was further along in
adopting ecommerce and digital mar-
keting than other categories of con-
sumer goods, such as grocery or house-
hold products.

Market leaders 1’Oréal and Estée
Lauder have spent heavily to boost their
digital firepower, while newer celebrity-
fronted brands such as Huda Beauty
and Charlotte Tilbury have grown rap-
idly by wooing consumers on social
media.

About 20 per cent of L'Oréal’s reve-
nues now come from its own branded
websites or those of online retailers such
as Amazon or Walmart. In the first quar-
ter to the end of March, the French
group’s ecommerce sales grew 53 per
cent compared with a year earlier.

In contrast, Unilever, which sells
packaged foods, household and beauty
products, earned 8 per cent of its first-
quarter sales online, while Nestlé, the
world’s biggest packaged food manufac-
turer, recorded 10 per cent of its sales
from ecommerce during the period.

Beauty salons and department stores
were closed during lockdowns, but
some retailers through which L’Oréal
usually sells remained open, such as

Interview. Lubomira Rochet

Crisis speeds up L'Oréal’s digital makeover

Online offerings
such as this
virtual hair
adviser have
boosted

revenues — Aksin
Jocard/AFP

pharmacies. Ms Rochet said that, ini-
tially, shoppers stocked up on personal
care products such as Garnier shampoo,
and later as they realised lockdowns
would last, they bought hair dyes, nail
polish and face masks to take care of
themselves athome.

With some of its distribution channels

L'Oréal rising ecommerce sales
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closed, L’'Oréal’s sales fell 4.8 per cent
year on year in the first quarter on a
comparable basis. Barclays forecasts a
9.2 per cent decline in revenues this
year, before rebounding to grow 7.8 per
centin2021.

Despite the dip in sales, there were
some bright spots in the crisis. L'Oréal
quickly shifted its advertising and mar-
keting spending online, taking it to
about 70 per cent of the total from 50
per cent before the pandemic.

As a result, ecommerce grew rapidly
even in places where it was originally
less developed. For example, in Latin
America, online sales jumped 300 per
cent in April, and in Africa and the mMid-
dle East they rose 400 per cent.

The crisis has also pushed more retail-
ers through which L'Oréal typically sells
its products to develop their own online
offerings. Fifteen companies including
Amazon, Boots and AS Watson have
added L’Oréal’s virtual try-on technol-
ogy called ModiFace to their websites
and apps. Consumers spent nine min-
utes on average using ModiFace to test

achieved in
eight weeks
what would
have taken

three years’

Lubomira
Rochet

out hair colour or foundation tones on
themselves, up from two minutes before

“ModiFace has been a big competitive
advantage in the crisis for us,” said Ms
Rochet, who convinced L'Oréal chief
executive Jean-Paul Agon to buy the
Canadian start-upin2018.

Back in 2013, L'Oréal set goals for its
digital transformation, which were for
ecommerce to reach a fifth of group
sales by 2020, and for half of its market-
ing dollars to be spent online. Those
goals have now been achieved thanks to
shifts in consumer behaviour wrought
by coronavirus, and L'Oréal will now
think even bigger on digital, according
toMs Rochet.

“We had targets for the second stage
of our digital transformation but Cov-
id-19 has changed the landscape pro-
foundly, so we have to reassess them,”
shesaid.

“We are setting ourselves up for a
world where half of the business is
ecommerce and 80 per cent of con-
sumer interactions will happen online.”

Banks

Intesa boosts
branch sales
plan to allay
competition
concerns

SILVIA SCIORILLI BORRELLI

Intesa Sanpaolo, Italy’s largest lender
by assets, has increased the number of
branches it will sell to allay competi-
tion concerns in its takeover of smaller
domestic rival UBL

Intesa said yesterday that it had agreed
the sale of 532 branches to Modena-
based BPER. This is up from the 400-
500 branches initially envisaged, and at
aslightly higher discount for BPER.

The move follows a warning by Italy’s
antitrust regulator last week that
Intesa’s takeover of UBI threatens com-
petition in the domestic banking and
insurance market.

Intesa launched an all-share deal for
UBI inlate February in what it described
as an effort to consolidate Italy’s frag-
mented banking sector. Acquiring UBI,
Italy’s third-largest bank, would give
Intesa another 3m retail, small business
and private-banking clients.

Two people involved in the talks said
532 was the minimum number of
branches that would be sold after the
potential takeover, but it could rise to
600 if necessary. The people also said
Intesa had taken into account the anti-
trust watchdog’s remarks and had sub-
mitted a detailed province-by-province
sales plan. The additional branch sales
are focused in the regions of Abruzzo,
Calabria, Marche and Basilicata, as well
as parts of the north-east of Italy.

Under the revised terms, BPER would
acquire an additional €4.5bn in assets
from the combined entity and, accord-
ingto its statement, it would improve its
Common Equity Tier 1 and non-per-
forming loan ratios — both measures of
financial strength.

BPER said it would pay whichever was
the lower amount between 0.55 times
the core capital of the assets it was buy-
ingand 78 per cent of the implied multi-
ple paid by Intesa for UBI's core capital,
down from 0.8 times previously.

“This is positive news for both BPER
(improved pricing and more economies
of scale) and Intesa,” said a note from
Kepler Cheuvreux.

Intesa now expects the antitrust regu-
lator to approve the takeover, according
to the two people. Intesa declined to
comment on its conversations with reg-
ulators but “reiterated that it has no
intention of changing its offer [to UBI]”.

Consob and Ivass, Italy’s financial and
insurance regulators, respectively, are
also expected to approve the operation
this week, according to several people
involved in the talks. Consob and Ivass
declined to comment on their upcoming
verdicts.

Ivass said its decision would be com-
municated to the parties this week.
According to the law, Consob will then
have five days to publish its verdict.

Within five days of the publication of
the offer’s prospectus following the reg-
ulators’ decisions, UBI is due to call a
board meeting to discuss the takeover
amid advice from its bankers at Credit
Suisse and Goldman Sachs.

UBI said: “The board has not yet seen
the prospectus and therefore it is yet to
decide on the offer.”

Several people involved in the discus-
sions said it was unlikely UBI’s board
would accept the current terms of the
offer. “In that case it would turn into a
hostile takeover,” said one of the people.

Insurance

Japan gains taste for buying policies online

KANA INAGAKI AND LEO LEWIS — TOKYO

Coronavirus has accelerated an ana-
logue-digital showdown that Japan had
hoped could be postponed for years:
the clash between selling insurance
online and the country’s 230,000-
strong army of seiho ladies, the all-
female door-to-door salesforce.

Months of closed offices in city centres
have taken away one of the seiho sales-
force’s most concentrated source of
potential customers, say analysts. Com-
Ppanies are now allowing staff to use mes-
saging and videoconferencing apps to
winnew contracts.

New sales channels using smart-
phones and other online tools have also
opened up. Mitsui Sumitomo Aioi Life
Insurance, for example, is offering can-
cer insurance via multi-function copiers
at 7-Eleven convenience stores across
the country from thisweek.

Analysts say these moves could be a
turning point for an industry that has
been stubbornly slow to embrace digital
transformation. Most sales are still done
physically, with female staff making up
90 per cent of the companies’ salesforce.

Hayanari Uchino, managing director

at Daiwa Research Institute, said the
survival of insurance companies will
depend on their willingness to shift to a
digital approach. “As sales channels
diversify further, it will likely be neces-
sary for the industry to consider what
the appropriate total number of sales-
people should be,” he said.

Large life insurers such as Dai-ichi
Life Insurance and Meiji Yasuda Life
Insurance stress that no job cuts to their
salesforces are planned, even as they
place digital strategy at the forefront of
their longer-term planning.

still, Mikuri Kinoshita, a saleswoman
at Orix Insurance, is concerned about
the future as customers are exposed to
the convenience of buying policies
online during the Covid-19 crisis.

“Once it becomes possible to do, I'm
worried that there will be more custom-
ers who would opt for the internet
option. If sales are completed online, it
won't be counted in the performance of
salespeople,” she said.

Starting in May, the company cleared
Ms Kinoshita to sell policies to custom-
ers using videoconference tools. Previ-
ously, she was required to meet them in
person to check their health conditions

before a contract could be signed.
While her monthly income is not
based on the number of contracts
agreed, many saleswomen with com-
mission-based salaries have suffered a
decline in earnings as customers put off
buying policies during the lockdown.
Analysts warn redundancies are inev-
itable. “In the longer term the salesforce
is going to shrink. Will they say it offi-
cially? Not for the time being,” said
Hideyasu Ban, an analyst at Jefferies.
Company officials caution that the
digital transformation will not occur
overnight. Despite the recent diversifi-
cation of sales channels, life insurers
have strengthened their manpower,
with the number of salespeople increas-
ing 2.8 per cent during the past four
years to 234,286, according to the Life
Insurance Association of Japan.
Nonetheless, the case for digitalisa-
tion has strengthened as online insur-
ance companies have delivered stronger
performance during the pandemic. At
Lifenet Insurance, the annualised value
of contracts with new customers in
April rose 87 per cent year on year to
¥456m ($4.2m), as traditional insurers
cut back on face-to-face sales.

Travel & leisure

Cineworld faces suit for exiting Cineplex deal

ALICE HANCOCK — LONDON

Cineworld, the world’s second largest
cinema chain, is facing the threat of
costly legal action after its Canadian
rival Cineplex launched action against
it for pulling out of a $2.3bn deal that
was due to complete this month.

Toronto-based Cineplex said yesterday
that after Cineworld’s “abandonment”
of the acquisition, it would “promptly”
start legal proceedings and seek dam-
ages forthe UK cinema group’s breach of
the agreement.

Cineworld had agreed to pay C$34
(US$25) a share for Cineplex in Decem-
ber with the deal due to complete at the
end of June, subject to Canadian compe-
tition authority approval. But the near-
total closure of cinemas globally due to
the pandemic has wiped more than
C$1bn from Cineplex’s valuation.

“The deal looked like it made a lot of
sense. It looked like quite a decent busi-
ness . . . But we are in a very different
world now. From an operational point of
view Cineworld have enough to do with
their own estate at the moment without
trying to take on another chain as well,”
said Richard Marwood, a senior fund

manager at Royal London Asset Man-
agement, which holds a 2.5 per cent
stake in Cineworld.

‘Wes McCoy, investment director at
Aberdeen Standard Investments, a top
10 Cineworld shareholder, added: “We
are very comfortable with them not
completing the transaction. So many
views of the future have been changed.”

Several deals have fallen apart on
acrimonious terms since the pandemic
hit, but the Cineworld deal is one of few
involving a UK-listed company. In the
US, the private equity group Sycamore,
which had been pursuing a $525m deal

No show: Toronto-based Cineplex
accuses Cineworld of ‘abandonment’

to buy lingerie company Victoria’s
Secret; and shopping centre owner
Simon Property Group, which called off
a $3.6bn deal to buy smaller rival Taub-
man Centers, have settled out of court.

Cineworld announced it was pulling
out of the Cineplex acquisition after
market close on Friday, just days before
the Canadian competition authority
was due torule on the deal.

It said Cineplex had suffered a “mate-
rial adverse effect”, which meant the
acquisition could not go ahead. Under
the terms of the deal, Cineworld had
grounds to withdraw if Cineplex
breached alevel of $725m debt. When it
last reported figures in February,
cineplex had net debt of $625m.

Natasha Brilliant, an analyst at Citi,
argued that Cineworld should have
waited until either the Canadian watch-
dog blocked the deal or Cineplex pub-
licly breached its debt obligations.

“There is now a potentially lengthy
overhang while the two parties seek
some sort of resolution — each blaming
the other for the deal failing and subse-
quently seeking damages,” she said.

Cineworld declined to comment on

thelegal proceedings.
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Amigo Loans faces the musicwith
crunch vote on boardroom clear-out

Founder Benamor’s battle with executives comes as the guarantor lender faces risk of collapse

TABBY KINDER AND ROBERT SMITH
LONDON

James Benamor took an unconventional
path to become one of the UK's youngest
billionaires. He dropped out of school at
15, turned to petty crime, then later
founded Amigo Loans, Britain’s largest
guarantor lender that at its peak was
worth £1.5bn.

Now he is staging the most unconven-
tional of boardroom battles. Less than
two years after Amigo was listed, and as
his fortune has been shattered by a col-
lapse in its value, the 43-year-old is
seeking to depose the company’s board
in a move that risks its shares being sus-
pended from trading.

The fight pitches one of the UK’s most
colourful entrepreneurs against a cast of
suited executives just as the lender’s
entire businessis atrisk of collapse.

“Amigo is his life’s work, this is per-
sonal for him,” said one person who has
worked with Mr Benamor. “He is a bull-
headed entrepreneur who wants to
break through barriers. What he’s doing
is unconstructive for Amigo’s share
price, but for him it is bigger than that.”

Amigo provides high interest loans to
people with bad credit ratings as long as
they have a friend or relative willing to
bear the risk. For years it has made sub-
stantial profits out of lending to trou-
bled borrowers. But now the value of its
own debt has crashed to levels suggest-
ingitsbondholders are braced for heavy
losses and a wipeout of shareholders.

The company’s performance unrav-
elled last year after it overhauled
its lending criteria — reducing loan
growth — in an attempt to pacify regula-
tors that were growing concerned about
its practices.

At the heart of Mr Benamor’s spat
with Amigo’s directors is the way they
have handled the regulatory issues.

The row has played out through blogs
and on Twitter, where Mr Benamor has
accused Amigo’s directors of mismanag-
ing the company, lying to investors and
customers, and allowing the business to
become a “gravy train” for “consultants,
lawyers and suits”.

Amigo has hit back, hiring libel law-
yers in an attempt to stop journalists
from quoting the blog and calling his
claims “fundamentally incorrect”.

The showdown will come tomorrow,
when Amigo’s shareholders will vote on
whether to approve the boardroom
clear-out. A court injunction brought by
Amigo has banned Mr Benamor, who
owns 61 per cent of the company
through his Richmond Group vehicle,
from voting. In return, Mr Benamor has
threatened to sell down his entire stake
by 1 per cent a day if Amigo’s minority
shareholders go against him.

“What happens to the share price in
those 61 daysis anyone’s guess,” said one
person close to the lender.

If Mr Benamor is successful, the com-
pany, which had 230,000 customers and
a loan book of £722m at the end of last
year, could become inoperable, Amigo
has claimed. Neither of his two nominee
board directors has regulatory approval
to run a financial services business, risk-
ingits place on the stock market.

Mr Benamor quit Amigo’s board just
two months after it floated in London in
2018. “He was never a good fit for a
director of alisted business. What every
button did on the website was far more
interesting to him than going out to
meet City types to try and raise fund-
ing,” aformer colleague said.

He ditched the boardroom seat in
favour of new ventures, including
acquiring Bestival music festival,
investing in education technology, char-
ity hiking trips with his friend and men-
tor, Richard Branson, and spending
time with his eight children.

Since then, Amigo’s share price has
collapsed — plunging from 275p after
the float to just 15p on Friday, taking its
value down to about £70m. The crash
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M.ILA. performs
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festival is one of
the ventures
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James Benamor,
below, after he
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board — sseph
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followed pressure from the Financial
Ombudsman Service on the company to
overhaul how it judged borrowers’ abil-
ity to repay their loans.

That was accompanied by a 20 per
cent surge in complaints from custom-
ers, 94 per cent of which were upheld by
the ombudsman, forcing Amigo to put
tens of millions of pounds aside to make
repayments.

Mr Benamor forced his way back on
to Amigo’s board in December for just
four months. He claimed to have found
that the lender was rapidly refunding
almost all of its customers’ complaints
to mollify the Ombudsman but had con-
tinued tolend in the same way as before.

“During my short time back on the
Amigo board, I have witnessed a com-
pany committing slow motion suicide,
whilst playing out the script of Brewster’s
Millions,” Mr Benamor wrote on a blog-
gingsite in March.

The entrepreneur said the Ombuds-
man was exhibiting “unchecked regula-

tory power” and that the board should
take it to court for an independent rul-
ing on whether Amigo’s affordability
checks were adequate. Until then,
Amigoshould cease lending, he said.

“These are maximum impact state-
ments designed to force the issue of
whether Amigo has an existential prob-
lem with its loans out into the open,”
said one person with knowledge of the
company. “He doesn’t believe that there
is a problem, but the issue is that you
canbelieve your own hype too much. He
could be wrong.”

Amigo has previously said it carried
out a review that found no “systemic”
problems in its approach tolending.

There is speculation among investors
and fund managers that issues with
Amigo’s loans date back to 2016 when
the company started “pilot lending” to
target customers who would not nor-
mally meet borrowingcriteria.

“It was an opportunity to rapidly
make more money,” a consumer debt
expert said. “But Amigo has grown its
loan book so dramatically since then
that what wasn’t a very big problem in
2016 could nowbe a sizeable one.”

Scrutiny has increased — this month
the Financial Conduct Authority
launched an inquiry into its lending.
The watchdog is investigating Amigo’s
checks on customer creditworthiness
for loans provided since November
2018, having expressed concerns about
the expansion of the gnarantor loan sec-
tor in a February report. Amigo controls
more than 80 per cent of that market.

One person close to the company said:
“No one in the City has the inside track

‘Amigo has
grown its
loan book so
dramatically
that what
wasnta very
big problem
could now
be a sizeable

one

‘Noonein
the City has
the inside
track on
this, itall
comes down
to what the
regulator
finds’

Timeline
Tracking Amigo’s
boardroom battles

#2005 James Benamor starts FLM
loans aged 27

® 2012 FLM rebranded fo Amigo
followed by a big advertising push

» 2016 FCA authorisation received

» 2017 Breaks £1bn of loans to
customers

o July 2018 Lists on LSE at 275p
per share with a market
capifalisation of £1.3bn. Mr
Benamor sells around £200m of
shares, increasing his net worth fo
more than £1bn

= Sep 2018 Mr Benamor sfeps
down from board

« Mid-2019 Financial Ombudsman
Service puts pressure on Amigo
over its approach to complaints

o Dec 2019 Mr Benameor forces his
way back on fo the board.
Chairman Stephan Wilcke and CEO
Hamish Paton announce their
resignations

= Jan 2020 Amigo puts itself up for
sale

= Mar 2020 Mr Benamor steps
down from the board, publishes
bleg post accusing board of
“mismanaging” Amigo

= Apr 2020 Mr Benamor calls a
shareholder meefing to remove the
entire Amigo board, scheduled for
June 17

= Jun 2020 FCA announces
investigation. Amigo increases its
provision for complaints. Mr
Benamor writes that he will sell
1per cent of his 61 per cent holding
in Amigo per day if the vote does
not remove the board

on this, it all comes down to what the
regulator finds.” One short-seller was
more abrupt, warning that “regulators
could end this business™.

The regulatory action has spooked
Amigo’s lenders. The company’s £315m
of junk bonds have slumped to less than
50pinthe pound, suggesting debt inves-
tors believe they are likely to lose most
of their money.

Amigo put £18.7m aside last year to
cover the cost of complaints and
announced this month that it needed at
least £35m to clear a further backlog. Its
provision for complaints is expected to
be significantly increased when the firm
reveals its annual results this month.
Amigo made pre-tax profits of £53.5m
in the nine months to January, down
from £79m a year earlier.

Some critics have questioned Mr Ben-
amor’s motivation. “He is doing his best
to distance himself from Amigo’s man-
agement if it does turn out that the deci-
sions have been bad,” said a second per-
son close to the situation. Mr Benamor
declined to be interviewed for this arti-
cle. Amigo declined to comment.

Tomorrow, Mr Benamor will either
attempt to change the path of the com-
pany he founded, or walk away.

John Cronin, an analyst at stockbro-
ker Goodbody, said: “I think [Mr] Ben-
amor is ultimately taking these actions
to stimulate clarity from a regulatory
perspective, which would potentially be
constructive in a valuation context.

“Self-preservationis alsolikely tobe a
key motivation, with his actions sug-
gesting he is seeking to protect his own
reputation if Amigo does end up failing.”

Technology

ByteDance
and Lee
family plan
Singapore
bank launch

MERCEDES RUEHL — SINGAPORE

ByteDance is in talks to join forces with
Singapore’s influential Lee family as it
seeks to expand its broad universe of
services into banking, a new area for
the technology group.

The Chinese company has bid for a dig-
ital bank licence in the Asian financial
centre and is negotiating a tie-up with
an investment group linked to the Lee
family, one of the founders of OCBC
Bank, south-east Asia’s second-biggest
bank by assets, said three people with
knowledge of the situation.

The Beijing-based company is best
known for its video app TikTok, but like
many other tech companies, has been
trying to move into financial services.

The Monetary Authority of Singapore
is set to issue five virtual banking
licences by the end of the year, for which
ByteDance will compete with Asian tech
companies such as Alibaba’s Ant Finan-
cial and smartphone maker Xiaomi.

For ByteDance, which has a valuation
of $75bn and has traded far higher inthe
secondary market, a partnership with
the influential family, which still holds a
large stake in OCBC, would be a boost.

The Lees are one of Singapore’s most
well-known corporate families and
derive much of their wealth through the
bank stake. Patriarch Lee Kong Chian is
known as OCBC’s founding father and
was a long-serving chairman while fam-
ily members have held senior posi-
tions at the bank, one of the city’s three
top financial institutions.

The family has a number of busi-
nesses including Lee Rubber Group
while the Lee Foundation supports
charities, schools and other cul-
tural projects.

Some family members have ties to
government entities. Lee Seng Wee, son
of Lee Kong Chian and another former
OCBC chairman, was founding chair-
man of Temasek Trust, the philanthro-
pic arm of the state-backed investment
company. The Lee family is not directly
related to the family of Lee Kuan Yew,
Singapore’s first prime minister.

ByteDance has not publicly con-
firmed its involvement in Singapore’s
digital bank process and declined to
comment on the bid. A representative
for the Lee Foundation and Lee Rubber
said they were unavailable for com-
ment. OCBC, which has family member
Lee Tih Shih as a board director, also did
notcomment.

ByteDance had previously explored
applying for a virtual banking licence in
Hong Kong, which last year also opened
its banking sector to tech companies
including Tencent and Alibaba.

The company does not operate a dig-
ital bank in China, where most virtual
financial services are dominated by
Tencent and Alibaba via their respec-
tive WeChat Pay and Alipay platforms.
Instead, ByteDance considers places
such as singapore as better opportuni-
ties for disruption.

The push for a Singapore banking
licence comes as the Chinese group
seeks to boost its footprint in a major
hub outside the mainland.

The company has applied for one of
the three wholesale bank licences on
offer, the people said, so it would be lim-
ited to serving corporate clients, includ-
ing small and medium-sized businesses.

Critics have questioned the ability of
the tech challengers to make inroads
into Singapore, given that it is a small,
well-banked market, home to some of
the most digitally savvy incumbent
lenders in the world. But people close to
the talks said the wholesale applicants
could potentially make the bank a more
official hub for transactions involving
other parts of the business, for instance
for those selling products on TikTok.
Additional reporting by Stefania Palma in
Singapore

Energy

Poulsen resigns after transforming Orsted

MYLES MCCORMICK AND ANJLI RAVAL
LONDON

The chief executive of Orsted has
resigned after an eight-year stint in
which he transformed the Danish util-
ity into the world’s biggest offshore
wind developer.

Henrik Poulsen will leave the company
by January, the company said yesterday.
A search for areplacement hasbegun.

“It’s been an incredible ride over the
past eight years, and 1 have a tremen-
dous amount of affection for Orsted, its
vision and not least its people,” Mr
Poulsen said.

“we’ve transformed a Danish utility

Technology

JOE MILLER — FRANKFURT

predominantly based on fossil fuels into
a global leader in green energy, which
was ranked as the world’s most sustain-
able company earlier this year.”

Mr Poulsen joined the then Dong
Energy in 2012. Under him, the group
listed in 2016, rebranded as Orsted and
became the first fossil fuel producer to
largely ditch its traditional business,
betting on the rise of renewables.

Orsted has benefited from an increas-
ing climate consciousness among inves-
tors, which has helped push up its share
price sharply.

The company’s stock has risen more
than 70 per cent since the beginning of
last year, brushing off a dip in valuation

inflicted by the pandemicand givingita
market capitalisation of roughly $48bn.

Mr Poulsen told the Financial Times
in February that he wanted Orsted,
which is responsible for installing a
third of all offshore wind turbines, to
become the world’s first “green energy
supermajor”. The group plans to double
its wind capacity in the next five years to
20GW.

He will be nominated for aseat on the
Orsted board next year but said he had
not made any further plans.

“T'll find other challenges where I can
make a contribution. Time will show
where, when and what type of role,” Mr
Poulsen said.

A surge in demand for notebooks,
tablets, laptops and headphones dur-
ing the coronavirus crisis is helping
Anglo-German semiconductor special-
ist Dialog malke up for the effects of the
pandemic on its core smartphone com-
ponents business.

Chief executive Jalal Bagherli said the
Apple supplier, which was hit by the
shutdown of its largest customer’s pro-
duction plants in China, was experienc-
ing a huge increase in demand for
devices used for working and teaching
athome.

“some older technologies are secinga

short-term demand surge that may con-
tinue through into Q3,” Mr Bagherli told
the Financial Times, adding that they
included low-cost tablets for the educa-
tion and entertainment of children una-
ble to attend school.

“While consumers may not be rush-
ing to buy their top-of-the-range smart
TV to watch the summer Olympics,
instead the work-from-home environ-
ment means households going from one
device to two, two devices to three, and
soon,” he said.

The Frankfurt-listed manufacturer,
which counts Samsung, Xiaomi and
Panasonic among its clients, focuses pri-
marily on cutting-edge tech for portable

Older devices help Dialog weather crisis

devices, rather than less sophisticated
notebook chips.

Although there was some pent-up
demand in the PC notebook market due
to a shortage in Intel chips last year, the
coronavirus-induced surge has led to a
backlog at Dialog, Mr Bagherli
explained, as the parts take 16-18 weeks
tomake.

The former Sony executive, who has
led Dialog for 15 years, alsorevealed that
the margins for older products were
sometimes even higher than its most
popular, state-of-the-art components,
although he did not expect the rush for
notebook and tablet chips to affect the
company’s overall profitability.
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Fixed income. Virus relief

Debt investors bet on EM as
stimulus travels across globe

Fed’s QE and copycat moves
by other central banks help to

buttress Covid-19 recoveries

COLBY SMITH — NEW YORK

Emerging market debt investors are
betting the rally that haslifted sovereign
bonds from their March lows will gain
pace, as stimulus efforts from the US
Federal Reserve and others spill across
borders and as local policymakers
launch copycat measures.

More than a dozen central banks
across emerging markets have bought
local currency government bonds or
other assets as part of special pro-
grammes to fight the effects of Covid-19,
including Indonesia, Poland and the
Philippines. Countries on shakier finan-
cial footings, such as South Africa and
Turkey, have also done so.

Alejo Czerwonko, a strategist at UBS
Global Wealth Management, said such
purchases differed slightly from the
“quantitative easing” programmes used
after the global financial crisis. This was
because in many of the participating
countries, interest rates were not yet at
zero and the relatively small operations
lacked fixed targets for purchases.

But he said the policy, if used
prudently, could help to buttress the
countries’ recoveries by “safe-
guard[ing] the functioning of domestic
bond markets”.

QE-like efforts around the world have
“supported the marketand . . . reduced
financing costs”, said Paul Greer, an
emerging market portfolio manager at
Fidelity International.

Sovereign bonds in the benchmark
JPMorgan EMEI Global Diversified

| Emerging market sovereign bonds rebound from March lows
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index have risen nearly 20 per centin
value since March 23 while the extra
yield demanded by investors to hold the
debt versus US Treasuries has narrowed
more than 30 per cent from the worst of
the sell-off.

Emerging and developing economies
have also been able to access interna-
tional capital markets in droves since
April, raising more than $83bn, accord-
ing to data compiled by the Institute of
International Finance.

According to Mr Greer, the turning
point in late March came after the Fed
unleashed “mega QE and essentially put
a floor under risk assets”, pledging to
buy corporate bonds and an unlimited
quantity of government debt, among
other measures.

Before this show of support, which
came alongside extra spending pack-
ages by governments around the world,
the Fed had slashed rates to zero,
opened swap lines with 14 central banks
to lower the cost of dollars internation-
ally and set up programmes to ensure
companies and households could access
credit.

The US central bank has since intro-
duced more emergency facilities and
promised to domore if necessary.

“These global liquidity operations
don’t stay within borders — they spill
over into the developing world,” said
Eric Baurmeister, head of emerging
markets fixed income at Morgan
Stanley Investment Management.

The March sell-off, coupled with
radical action from global policymak-
ers, created what Uday Patnaik, head of
emerging market debt at LGIM, said was
one of the best opportunities to increase
EM exposure that he had seen in his 30
yearsof experience.

“If you want to do it, it's now,” he said
he had told clients who had expressed
interest in emerging markets before the
global pandemic.

Mr Patnaik said the firm significantly
increased its investments in dollar-
denominated sovereign bonds issued by
India, the Philippines and Panama
roughly three months ago, and contin-
ued to see ample room for additional
gains from Egyptand Qatar.

Kevin Daly, a portfolio manager at

Asset manager
LGIM has lifted
its investments
in dollar-
denominated
sovereign bonds
issued by India
Amit Dave/Reutars

Aberdeen Asset Management, for his
part flagged Nigeria, Ghana and Kenya
asoffering value.

Many investors appear to be sanguine
about the effects of the virus. Capital
Economics recently noted that the
number of new confirmed infections in
India, Saudi Arabia, Egypt, Latin Amer-
ica and sub-Saharan Africa was nearly
equivalent to that for the rest of the
world combined.

Yet, many of these regions are moving
forward with plans to reopen gradually.
More Covid-19 cases will ensue but
investors said it might be less economi-
cally damaging than keeping stringent
lockdownsin place.

“Ultimately, every EM country has
realised a pause in reopening is prohibi-
tive,” said Polina Kurdyavko, head of
emerging markets at BlueBay Asset
Management.

Beyond the risk of a worsening pan-
demic, Mr Greer said the current crisis,
and the government spending under-
taken to combat it, would create a new
setof vulnerabilities down the road.

JPMorgan already sees a default rate
of 16 per cent over the next 18 months,
based on its study of 41 risky emerging
market countries, as debt-to-GDP levels
for more than one-third of the countries
analysed reaches an estimated 80 per

E centor higher.
‘The whole By the end of 2021, the bank expects FT
idea of the default rate for these countries to
riseto 34 per cent.
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Fixed income

Bond issuance
binge by US
groups nears
total for 2019

JOE RENNISON

Top-rated US companies have issued
almost as much debt this year as they
did in the whole of 2019, building large
cash reserves toride out the coronavirus
pandemic and taking advantage of
cheap borrowing costs in a market
boosted by central bank assistance.

The total raised by investment grade
companies such as Boeing and Coca-
Cola over the past five-and-a-half
months is just $27bn shy of 2019’ full-
year total of $1.15tn, according to data
from Refinitiv. Analysts and investors
expect issuance this week will tip 2020
beyond last year’s tally.

That puts this year well on course to
surpass 2017’s record total of $1.37tn
after April was the biggest month ever
for new bond sales, followed by May and
March, according to Refinitiv’s
data. The surge shows that the rush of
bond sales following the depths of the
corenavirus crisis was not a blip and
marks a shift in investors’ willingness to
lend money to corporate America after
bond markets froze in February.

“It has been remarkable the amount
of volume that has come to the market,”
said Rich Zogheb, head of debt capital
markets at Citi. “We keep waiting for
investor demand to wane and for us to
have a problem but we haven't seen it.”

Initially, companies paid relatively

‘We keep waiting for
demand to wane and
for us to have a problem
but we haven't seen it’

high coupons on their debt to lure inves-
tors back to the market as they built war
chests of cash to withstand the severe
hits to revenues stemming from the out-
break of Covid-19.

After the Federal Reserve announced
measures at the end of March to support
corporate bonds, investor confidence
shifted, prices began to rise again, and
borrowing costs fell.

Bankers said most investment grade
companies were flush with cash but new
sales continued as they looked to capi-
talise on the dramatic decline in yields
over the past 10 weeks.

“Rather than companies shoring up
balance sheets, now it’s about trying to
opportunistically lock in historically
low borrowing costs,” said Meghan
Graper, head of the US investment grade
syndicate at Barclays.

Amazon, for example, paid just 0.25
percentage points more than the US
government to secure cash for three
years at the start of this month, payinga
coupon of just 0.4 per cent.

The average investment grade bond
yield fell to 2.29 per cent last weel, frac-
tionally higher than its all-time low of
2.26 per cent in January, according to an
index run by Ice Data Services.

However, the pace of new issuance is
expected to fade in coming months as
many big borrowers have already
topped up their coffers. Concerns over
an acceleration in new Covid-19 infec-
tions, as economies across the globe reo-
pen, have also stalled the rally.

Equities

Shale producer Extraction files for
bankruptcy after shares surge 300%

DEREK BROWER AND MYLES MCCORMICK

Extraction 0il & Gas, whose share price
soared threefold during a frenzy of
buying last week, has declared bank-
ruptcy, making the large US shale pro-
ducer the latest victim of the worst oil-
price crash in decades.

The Denver-based company filed for
Chapter 11 protection late on Sunday as
a30-day grace period on abond interest
payment expired, leaving itin default.

Extraction is the second big US
shale producer to go bankrupt during a
crude price collapse triggered by soar-
ing Saudi supply and the collapse in glo-
bal energy demand prompted by the
pandemic. Whiting Petroleum filed in
early April.

“After months of liability manage-
ment and careful analysis of our
strategic options, we determined that a
voluntary Chapter 11 filing with key
creditor support provides the best
possible outcome for Extraction,” said

Matt Owens, Extraction’s chief
executive.
The company’s liquidity deteriorated

sharply after plummeting oil prices hit
cash flows, and short-term lenders

reduced the group’s credit facility.
Extraction warned investors in May
that it might not survive as a going
concern.

The cuts in capital expenditure the
company set out did not reassure ana-
lysts, who said this would worsen its
liquidity by reducing output.

Extraction produces almost 100,000
barrels a day of oil equivalent from shale
wells in Colorado’s DJ Basin.

But its expansion efforts, including
developing infrastructure for pipelines,

The crude price slide has sparked a
round of US shale sector collapses

and share buybacks left a debt pile of
about $1.6bn against assets of $2.7bn in
the first quarter.

The restructuring, which did not
receive the backing of all of its creditors,
will include a debt-for-equity swap,
leaving unsecured noteholders in con-
trol of the company.

The group said that it had obtained a
commitment of $125m debtor-in-pos-
session financing, made up of $50m in
fresh funds and a roll-up of $75m of
existingloans.

Extraction was founded in 2012. Its
listing in 2016 was the energy’s sector’s
biggest initial public offering following
the 2014 oil price crash, but its market
capitalisation surpassed $4bn shortly
after the IPO. At the end of last week, it
was lessthan $100m.

Last week, retail buyers briefly drove
Extraction’s share price up by almost
300 per cent.

On Friday, the Financial Times
reported that the company’s bank-
ruptcy was imminent.

The oil crash had triggered
18 shale patch bankruptcies by the end
of May, according to law firm Haynes &
Boone. Seven came last month.

Commodities

Metals authority probes Perth Mint
over artisanal gold sourcing claims

NEIL HUME
NATURAL RESOURCES EDITOR

The body that oversees London’s $5tn
gold market is investigating allegations
that the Perth Mint, one of the
industry’s biggest refiners, processed
tainted metal from small-scale miners
in Papua New Guinea.

The London Bullion Market Association
said it had launched a review after
claims in the Australian media that the
Perth Mint had bought material from
artisanal miners in PNG, which have a
reputation for employing children and
using mercury to mine gold.

“As the global authority for precious
metals, LBMA maintains the highest
standards for responsible sourcing,” it
said in a statement. “We therefore take
very seriously the recent allegations
relating to the Perth Mint and its sourc-
ing from Papua New Guinea.”

1f the Perth Mint, which is owned by
the government of Western Australia, is
found to have violated the LEMA’s
guidelines on responsible sourcing it
could be stripped of its accreditation
and in effect shut out of London’s bul-
lion market.

Only gold and silver bars that meet
the LBMA’s “Good Delivery” standards
can be used to settle contracts in Lon-
don.

The Australian Financial Review
claimed last week that the Perth Mint
was buying as much as $200m of “con-
flict” gold annually from Golden valley,
aPNG-based company.

The AFR claimed yesterday that the

‘We take very seriously the
allegations relating to the
Mint and its sourcing
from Papua New Guinea’

Mint had repeatedly ignored concerns
raised by staff about purchases from the
company and its sourcing from arti-
sanal miners in PNG.

Golden Vvalley, which describes itself
as a “fast-growing, low cost” gold pro-
ducer, could not immediately be
reached for comment.

However, its managing director was
quoted by AFR as acknowledging that
mercury was often used by its suppliers
and that in PNG children were involved

in mining with their families. The inci-
dent comes as consumers of precious
metals, as well as the banks that trade
gold, demand to know where their
metal comes from and to ensureitis eth-
ically sourced.

The Perth Mint is one of the world’s
biggest gold refiners and one of the few
companies accredited by all five of the
big gold markets, including New York,
Shanghai, Dubai and Tokyo.

It said it welcomed the LBMA investi-
gation and had begun a review into the
environmental, social and governance
practices of its customers.

The review is being overseen by its
chairman Sam Walsh, the former chief
executive of global miner Rio Tinto.

“The Perth Mint is confident in its
adherence to the highest ethical stand-
ards and spearheads the sector in
improving transparency and compli-
ance in the supply chain,” it said.

Refiners on the LBMA’s good delivery
list have to ensure that their gold comes
from sources that are free of conflict and
are not connected to money laundering,
terrorist financing or human rights
abuses such as child labour, and do not
degrade the environment.
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The day in the markets

What you need to know

» Indian stocks slide after southern
states reimposed lockdowns

= Investor jitters send Wall Street
volatility to highest level since April

» Late rally for Brent crude fails to push
benchmark above $40

An uptick in Covid-19 cases weighed on
stock markets yesterday with investors
appearing fo lower their expectations on
the level of business activity likely fo
occur in the wake of the pandemic.

Indian stocks slid 1.6 per cent yesterday
following news that the southern stafe of
Tamil Nadu was reimposing a fofal
lockdown in the city of Chennai and four
neighbouring districts as authorities tried
to clamp down on a pick-up of
coronavirus cases.

Meanwhile, Beljing was forced during
the weekend to lock down residential
compounds and close a large fresh
seafood and vegetable market in
response fo a fresh outbreak.

The news from China did nof bode well
for other countries unwinding their
restrictions, said Rabobank.

“Given China's success in virus
containment and the fact that its
Covid-fighting policies are arguably less
constrained by concern over infringement
of individual liberties, the gradual nature
of its recovery and the fact that it
continues to struggle to put out
contagion ‘wildfires’ offers a very poor
precedent for the west where lockdown
restrictions are being rolled back.” it said.

The €SI 300 index of Shanghai- and
Shenzhen-listed equities fell 1.2 per cent
while Hong Kong's Hang Seng lost 2.2 per
cent and Tokya's Topix slid 2.5 per cent.

| Indian stocks slide following upsurge in coronavirus cases ‘
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The reports from India and China come
after a Wall Street rally was punctured
last week by news of a rise in coronavirus
cases in some US sfates. The S&P 500
tumbled & per cent on Thursday fo end
the week down 5 per cent.

“Markets are being overly sensitive and
volatile on successive waves of good and
bad news,” said Bill Blain, strategist at
Shard Capital, a scenario that has led the
Cboe Vix index — a measure of volatility
for the S&P 500 — fo jump fo 44 poinfs
yesterday, its highest level since April.

Wall Street's large-cap index was 0.2
per cent lower at midday in New York.

The EU said exports from the eurozone
fell almost 30 per cent in April while
imports info the bloc shrank almest a
quarter.

The continent-wide Stoxx Europe 600
index fell 0.3 per cent. ls energy sector
tracked a recent fall in oll prices that has
led global benchmark Brent crude fo dip
back beneath $40 a barrel.

Brent had a late-session rally yesterday,
climbing 1.2 per cent to $39.21 a barrel.

Haven assefs were little changed
yesterday with the yield on the 10-year
US Treasury hovering around 0.49 per
cent. Ray Douglas

Markets update
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Wall Street

Carnival, United Airlines and refailers
such as Coty were the sharpest S&P 500
fallers in response to a rise in the
reported coronavirus case count in China
and some US states.

Sunnova Energy climbed with Credit
Suisse furning positive on the residential
solar battery specialist to reflect the
benefit of lower interest rates on its
leasing and loans business.

Solar panel manufacturer JinkoSolar
dropped as weak margins meant its
quarterly results missed forecasts.

The China-based group left full-year
guidance unchanged but cautioned that
Covid-19 would lead to a significant drop
in global demand and price deflation.

Moderna climbed on reports that
Israel’s Health Ministry was in falks to
secure supplies of the company’s
experimental coronavirus vaccine.

Edesa Blotech more than doubled after
the drug developer said Canadian
regulators had given approval to begin
late-stage clinical trials of its pofential
Covid-19 treatment.

Twillo gained after Piper Sandler called
the messaging software maker “one of
the best positioned digital beneficiaries
for the next decade™.

Recent adoption In numerous sectors
should be strong enough to offset travel
industry headwinds, the broker said.
Bryce Elder

Eurozone

Valeo rose after Bank of America
upgraded the car parts maker to “buy”
from “underperformr.

Consensus forecasts have reached
trough levels, allowing investors to focus
on the long term, said BofA, and Valeo's
portfolio of electrification parts should
lead to outperformance versus peers.

The broker argued that sector-leading
environmental, social and governance
credentials would be a benefit to Valeo.

Umicore rallied after the maferials
group said in a trading update that
profits from its precious metals recycling
division had exceeded expectations.

Higher platinum group metal prices, in
particular rhodium, helped counter
continued weaker trading at Umicore’s
auto catfalyst and battery chemicals
development divisions — meaning
analysts were hiking full-year profit
targets by about 8 per cent.

1SS of Denmark jumped after Goldman
Sachs added the facilities services group
fo its “buy” list.

It cited higher demand for cleaning
services as a result of the Covid-19 risk
alongside lower wage costs.

Soclété Générale and BNP Paribas
slipped after Barclays analysts said the
market had underestimated the banks’
consumer credit exposures, where nearer
fterm impairments could put a dent in
next year's earnings. Bryce Elder

London

TalkTalk was under pressure after
Redburn analysts said the broadband
provider was flattering profit “materially”
by deferring customer costs.

Repeating “sell” advice, Redburn
argued that a large and growing deferral
of confract costs, amounting fo £383m on
TalkTalk’s balance sheet at the end of
March, was a red flag for a business that
was either stable or in decline.

The broker also speculated that
TalkTalk might merge with Three, the UK
mobile operator owned by CK Hutchison,
by reversing into the London share listing
at an inflated valuation.

Bunzl led the FTSE 100 gainers affer a
reassuring frading update for the food
service and retail packaging maker.

BP was sharpest faller among energy
stocks on fears of a dividend cut after it
flagged that lower longer-term oil price
assumptions would resulf in a non-cash
writedown of up fo $17.5bn,

Diageo slipped after Credif Suisse
advised clients fo switch info Heineken.

Lager sales have been outperforming
spirits in most big markets excluding the
US with premium beer establishing itself
as “a more credible alternative” to scofch
in emerging markefs, the broker said.

A weaker dollar should also benefit
beer sales, which have proven to be less
reliant than spirifs on the fravel and
hospitality industries, it said. Bryce Elder

Covid-19 crisis

highlights euro’s
untapped potential

Fabio Panetta

Markets Insight

or eurozone leaders, the Cov-
id-19 crisis has provided fresh
impetus to the argument that
the single currency deserves a
greater international role.

Policymakers look at the US as a
benchmark. The dollar’s global status
has made it easier for America to coun-
ter the economic shock caused by the
virus. The US has benefited from what
has been called the dollar’s “exorbitant
privilege”.

That benefit accrues through
seigniorage — the profits made from
issuing currency, after the costs of pro-
duction — and the ability to tap capital
markets to fund a large increase in
spending at low cost, despite a substan-
tial build-up of sovereign debt.

The dollar’s predominant role in
global trade has helped shield the US
economy from the exchange rate appre-
ciation that haven status usually brings.
And American companies have enjoyed
the stability that comes from being able
to conduct international transactions in
their own currency.

As the world’s second currency, the
euro should provide advantages that are
comparable with the dollar’s. European
Central Bank data indicate that the
euro’s share in international currency
use stands at about 19 per cent. That is
much lower than the dollar’s share, at
about one-half, but well ahead of any
other currency.

But the euro’s global potential has not
been fully reached and its benefits are
shared unevenly among its members.

International use of the currency has
stalled over the past decade and not all
eurozone countries have profited from
the “privilege” of lower borrowing costs
in global capital markets, especially in
times of heightened risk aversion.

‘Why? The key ingredients for achiev-
ing the status of an international cur-
rency are broad and deep financial mar-
kets; well-anchored expectations of
price stability and economic resilience;
a strong fiscal position; and the willing-
ness to ensure liquidity in times of
stress. The euro area, however, is char-
acterised by market segmentation and a
limited supply of what are perceived to
be safe assets.

As a result, when shocks occur, their
impact is felt asymmetrically. The dis-
tribution of any benefits from the euro’s
international role is skewed towards the
few countries issuing what investors

The euro's international
role will grow only

if we can share its
privilege better

perceive to be safe assets. In this way,
such crises serve as an acid test of global
currency status — currencies that fail to
provide safety and liquidity fall behind.

The euro’s international role will grow
only if we can share its privilege better.
Two policy responses are necessary.

The firstis for Europe to provide com-
mon instruments that generate safe
assets for all member states in times of
crisis, thereby ensuring that necessary
fiscal reactions do not cause further
instability and fragmentation.

The recently proposed €750bn
recovery fund is an excellent example.
It will provide a forceful European
fiscal response to the Covid-19 crisis,
building confidence among investors
that the euro can be depended on during
major shocks.

Atthe same time, the bond issuance
needed for this recovery fund will allow
global investors to get exposure to the
euro area without exacerbating diver-
gence among national issuers.

The second response involves mone-
tary policy. It is clear that investors’
trust in the US Federal Reserve anchors
thedollar’s global role.

A central bank backing a global cur-
rency must be relied on to safeguard
liquidity conditions in the financial sys-
tem and avoid procyclical tightening
during crises — where rising borrowing
costs make financial conditions worse.

These were key motivations for the
ECB’s pandemic emergency purchase
programme, which we scaled up to
€1.35tn last week and extended until at
least June 2021. These actions were dic-
tated by the ECPR’s mandate, which
obliges it to intervene as necessary to
achieve its price stability objective.
They confirm that we remain guided by
the principle of central bank independ-
ence and the primacy of EU law.

Managing a global currency also
requires providing liquidity to foreign
central banks through swap and repo
lines in times of stress. The ECB has
already reactivated a number of these
since the pandemic began, and we will
go furtherif warranted.

The goals of boosting the euro’s global
standing and sharing its advantages
more evenly are one and the same.

Through the right mix of fiscal and
monetary policy, we can build a better
functioning, more stable monetary
union, which in turn could increase the
euro’s influence and the benefits that
accrue to eurozone members.

Fabio Panetta is a member of the European
Central Banks executive board
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Oku Ekpenyon has been fighting for two decades to have a
slavery memorial erected in London. Andrew Jack speaks to her

hile Black Lives Matter
has mobilised large
crowds across Britain in
the past weeks calling
for statues to fall — and
sometimes taking matters into their
own hands — Oku Ekpenyon is more
focused on putting one up.

Inthe two decades since she launched
acampaign to create a national memo-
rial to slavery, she has overseen a design
and gained planning permission for a
prominent location. Yet so far, in
what she sees as a reflection of official
ambivalence to such a “contested his-
tory”, she still has scant funding and no
tangible result.

Her efforts began in the late 1990s,
when as head of history at an inner Lon-
don secondary school, she took a group
of students on a tour of the Tower of
London. “When we got back to class, a
pupil of African origin asked me
‘where is our history?”” she recalls. “We
taught about Great Britain and the
Industrial Revolution but slavery was
something that happened elsewhere —
‘over there.”

With a group of friends, she launched
Memorial 2007, a charity to erect a
sculpture in memory of those who were
enslaved and their descendants to coin-
cide with the bicentenary of the 1807
Slave Trade Act, which abolished the
trade in the British empire. “That date
came and went,” she says today. “I'm
tired. I would never have dreamt I
would still be working on this.”

Her struggle reflects similar sluggish
recognition by other countries involved
inthe slave trade. While projects backed
by individuals and local authorities
began some years earlier, it was only in
2015 that French president Francois

Hollande inaugurated a memorial in
Guadeloupe, and the United Nations
unveiled a permanent memorial at its
headquarters in New York.

In 2007, the UK opened the Interna-
tional Slavery Museum, which covers a
single floor in Liverpool’s Merseyside
Maritime Museum. The same year, a
permanent exhibition devoted to the
subject was installed at the Museum of
London Docklands (where a statue of
the slave trader Robert Milligan was
removed last week). The US opened its
far bolder National Museum of African-

“The black community
are also taxpayers.

We are subsidising other
memorials without
having one of our own’

American History and Culture in Wash-
ington DC in 2016; and Belgium’s Royal
Museum for Central Africa was “decolo-
nised” and reopened onlyin 2018.

The UK does have a longer history of
slavery memorials of sorts. The oldest,
according to Historic England, is the
Anti-Slavery Arch erected in Stroud,
Gloucestershire, in 1834 by Henry
Wyatt, a supporter of the local
Anti-Slavery Society, at the entrance of
the driveway to his country house.
It commemorated the passage of
the Slavery Abolition Act 1833, which
made the ownership of slaves illegal in
British colonies.

But like the statue of the abolitionist
MP William Wilberforce in his native
Hull, completed in 1884, or the Gothic-
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More than victims:
maquette for Les Johnson’s
Memorial 2007, depicting
not only the history of
slavery but also the
struggle of slaves to win
freedom. Above right:
inside the Memorial ACTE
Slavery Museum in Pointe-
a-Pitre, Guadeloupe — aamy
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Our new report examines green finance in
China and inferviews a senior policymaker.

What does good |ook like in China’s green bond
market? What are the latest developments in
the Emissions Trading Plan? And how green
are the Belt & Road projects in-emerging

economies?

Read China Green Finance now at
ft.com/china-green-finance

Supported by

style Buxton Memorial to Thomas Fox-
well Buxton MP in Parliament Square,
erected in London in 1865 and now in
Victoria Tower Gardens, they celebrate
British heroes and their actions in over-
turning slavery rather than remember-
ingthe pain of the system itself.

An exception is the more conceptual
Gilt of Ccain, tucked away and dwarfed
by surrounding buildings in Fen Court
in the City of London. Created by sculp-
tor Michael Visocchi and writer Lemn
Sissay, it was inaugurated by Arch-
bishop Desmond Tutu in 2008. With 17
granite pillars symbolising slaves,
parishioners or sugar cane stalks in
front of what could be a pulpit or an auc-
tioneer’s stand, it stands on the site of St
Mary Woolnoth, where Rev John New-
ton, a slave-trader turned preacher and
abolitionist, gave the sermon that
inspired Wilberforce.

visocchi says he considers figurative
statues — like that of the freshly
dethroned merchant and slaver Edward
Colston in Bristol — to be outdated.
“There is something potent about
a figure cast in bronze or carved in
stone. It takes us straight to a person and
their attributes, be they good or bad.
In abstract works, more time has to
be given over by the viewer to absorb
and respond to the artist’s portrayal of
thestory.”

Yet he stresses that his work, which
integrates poems by Sissay, had to
respond to a clearly framed commission
to commemorate the 1807 Act. What
the UK still lacks is an official, national

memorial to the evils of slavery, a sys-
tem integrally entangled with Britain’s
power and wealth, from the ownership
and insurance of slave ships to the pro-
ceeds of sugar plantations and compen-
sation paid to slave ownersin 1833,

Oku Ekpenyon is seeking a more
prominent location and broader sweep
of history for her memorial, which she
also describes as an educational project
with supporting materials online. She
dismisses as “insulting” an initial pro-
posal for her charity to restore the Bux-
ton Memorial, “which has no black
name on it”. After her request for a new
memorial alongside the existing one
was rejected, she eventually won
agreement from The Royal Parks for a
location in the south-east corner of
Hyde Park.

Following a public competition, Les
Johnson was selected as sculptor for the

Support in
principle:

Oku Ekpenyon
in 2008 with
Boris Johnson,
who as Mayor
of London
backed her

campaign
Fay Tang/Shutterstock

monument, which portrays six adults
above reliefs on a plinth describing both
slavery and its abolition. “I wanted to
represent the many ways in which slav-
ery permeated,” Johnson says. “The
statute had to communicate clearly to
the public not only the history of slavery
but also the struggle by the slaves them-
selves for their own freedom.”

Despite support in principle for the
project from Boris Johnson when he was
Mayor of London, Ekpenyon says the
government has repeatedly refused
to help meet the £4m cost, while
providing public funds for other memo-
rials including the capital’s planned
Holocaust memorial. With planning
permission lapsed last November,
she is now seeking fresh funding
before reapplying.

“The transatlantic slave trade can be
seen as one of the greatest crimes
against humanity,” she says. “The voices
of enslaved Africans are lost but their
lives should never be forgotten. But it’s
easier for the establishment to take the
moral high ground with someone
else’satrocity.”

Some may dispute the aesthetics of
the design, the relative value of monu-
ments compared with museums, modi-
fications to school curricula and struc-
tural efforts to tackle institutional rac-
ism. Yet Ekpenyon sees her work as part
of the response to current injustices,
and points to a fresh surge of interest on
the campaign’s pages on the petition
website Charge.org and on the crowd-
funding site GoFundMe.com.

She also believes the government
itself should take the lead with support.
“This country islittered with memorials
which tell its history,” she says. “The
black community are also taxpayers, we
are subsidising all these other memori-
als without having one of our own.”

Gloomy show with sunny spells

| CLASSICAL MUSIC ‘

Live from Covent Garden

Royal Opera House, L ondon
Fededkirr

Richard Fairman

Itisbetterto be late tothe party than not
to turn up at all. Since the start of the
coronavirus lockdown, an increasing
number of opera companies and orches-
tras have been building up live events
online, so far mostly small in scale and
without an audience present.

This mixed recital, live on the Royal
Opera House’s website and YouTube
channel and free to view for 14 days,
was the first in a new series from
Covent Garden. Future events will carry
a small charge to raise funds in strait-
ened times.

The format, mixing solo singers and
some ballet, is the same as for the Bavar-
ian State Opera’s Monday concert series.
That is due to finish at the end of the
month, when tenor Jonas Kaufmann
and music director Kirill Petrenko
appear in the 13th and final programme
onJune29.

Like the Munich series, the Royal
Opera is depending on performers who
live locally. The three singers — soprano
Louise Alder and tenor Toby Spence,
both English, and Canadian baritone
Gerald Finley — are familiar faces, and
much of the music was homegrown, too.

On paper, it looked like a well-
thought-out, proudly English pro-
gramme of music. In practice, it deliv-
ered an overload of doom and gloom
and a lot of it felt like hard work. The
only items with some sunshine in them
came at the beginning and end, when
Alder sang with sparkle in Britten’s
song-cycle On This Island (though the
on-screen texts failed to appear) and
Morgana’s showpiece aria from
Handel’s Alcina.

It did not help that an announcer had
been hired as cheerleader-in-chief to
gush over every performance as “stun-
ning” and “brilliant”. This might pep up

Sparkle: soprano Louise Alder’s
performances were the highlights

the spirit at a children's party when the
conjuror has muffed his tricks, but it
set the teeth grating after songs such
as Butterworth’s mournful elegies from
A Shropshire Lad about the loss of
young lives.

Spence was in edgy voice for those.
Finley, eloquent as ever, sang a gritty
group of songs on animal themes by
Mark-Anthony Turnage. Their encore,
the favourite duet from Bizet’s Les
Pécheurs de perles, did not go well.
Accompanist Antonio Pappano, music
director of the Royal Opera, brought
Handel, Britten and Finzi alike vividly
tolife.

The highlight, barely five minutes
long, wasanewwork, freshly conceived,
in which Alder sang Strauss’s
“Morgen” visualised to new choreogra-
phy by Wayne McGregor. Francesca
Hayward and Cesar Corrales were the
dancers, striving to bring a lot of move-
ment to a song of extraordinary still-
ness. Most important, Strauss’s music
offered a generous embrace of emotion
missing elsewhere.

Next Saturday’s concert will feature
Sarah Connolly and David Butt Philip in
Mahler’s Das Lied von der Erde, presuma-
bly in the version for chamber orches-
tra, observing the two-metre-distanced
rule. Get the on-screen texts right, ditch
the fawning compére, and this could be
waorth catching.

Freeto view for 14 daysat

be.com/royal, h
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FT BIG READ. ASIAN DEFENCE

Donald Trump’s dispute with South Korea reflects widening cracks in the US-built security order in the
region. Some countries are building up their military capabilities while others could drift towards China.
By Kathrin Hille, Edward White, Primrose Riordan and John Reed

America’s reliability under scrutiny

he Black Lives Matter sup-

porters who descended on

the US embassy in Seoul

over the past two weeks

found another demonstra-
tion already taking place: scores of
hardy activists who for months have
protested over Donald Trump's demand
that South Korea quintuple the amount
it pays for hosting American troops.

“They are here just to sell their weap-
ons to us,” says one of the protesters.
Banners held aloft by one group read:
“US imperialism means ‘I can’t
breathe’”, in a reference to the protests
that have rocked the US.

In a country whose alliance with the
US is often dubbed a “relationship
forged in blood” for its roots in the
Korean war, there has always been a
strain of anti-American sentiment,
particularly among younger, leftwing
groups. But the anger over the current
US president has boiled over in the past
year, prompting clashes between pro-
testers and police, and driving such
views furtherinto the mainstream.

To force Seoul to pay more, Washing-
ton put thousands of South Koreans
working on US bases on furlough in
April, when the coronavirus pandemic
was already hitting the economy hard.
The measure was suspended after a
stopgap deal agreed in early June but

‘The US has woken up.

A decade from now — it
may take that long — well
be in a much better
position against China’

the damage in terms of public sentiment
had beendone.

“Mr Trump taunted us, saying it was
easier to get rent money from New York-
ers than getting money from the Kore-
ans, and then he insulted us by calling us
freeloaders,” says Lieutenant-General
Chun In-Bum, a retired South Korean
special forces commander. “Now, it has
become an emotional issue for the Kore-
ans, which is very unfortunate.”

Ever since Mr Trump was elected,
‘Washington’s long-term allies in Asia
have worried about whether his trans-
actional approach to foreign policy
would lead to their interests being side-
lined. But incidents such as the presi-
dent’s stand-off with South Korea have
only magnified those concerns.

At a time when Washington’s
response to coronavirus has been heav-
ily criticised and American society is
engulfed in a debate about racial injus-
tice, the dispute with Seoul reflects
widening cracks in the entire US-built
security order which has kept the peace
in the region for the past 70 years —
cracks that have been opened by the
rapid rise of China but which have been
exacerbated by alack of US leadership.

Although South Korea is where Mr
Trump’s “America First” worldview
has had the biggest impact, other Asia-
Pacific allies such as Japan and Australia
worry that the US, the regional hegemon
for most of the past century, isless com-
mitted to and less capable of protecting
them than in the past. With China using
its economic and military clout in
aggressive ways against its neighbours,
that concernis turning into alarm.

“Several countries in Asia have con-
cerns about aligning themselves with a
US that seems less predictable and not
reliable,” says Bonnie Glaser at the
Center for Strategic and International
Studies, the US think-tank. “If Trump is
voted out in [presidential elections in]
November, there will be a sigh of relief
across the region.”

But Washington’s allies have doubts
about US support that go well beyond
the Trump administration. “The rea-
sons are our diplomatic attention span
and our military capabilities,” she says.

Tarnished armour

While Washington’s ties with Europe
and Nato have also frayed, including
the potential withdrawal of many
troops in Germany, the risks are greater
in Asia, where global trade routes
thread through dangerous flashpoints
including North Korea, the Senkaku or
Diaoyu Islands, the Taiwan Strait and
the South China Sea, in addition to
India’s tensions with both China and
Pakistan.

At the same time as allies are ques-
tioning Washington’s reliability, there
are new signs that the US is losing
its long-held military supremacy. Bei-
jing’s growing number of intermediate-
range missiles means that America’s

Donald Trump’s
changing global
order: some of
Washington’s
regional allies
have doubts
about US
support that

go well beyond
the current
administration.
Below: onboard
the Liaoning,
China’s first
aircraft carrier
Mainimage: FT montage

traditional way of projecting power
in the region — through aircraft and
ships deployed in big bases — has in
some cases become toorisky.

The US military demonstrated as
much in April when it ended 16 years of
continuous bomber presence in Guam.
Now, they will operate from bases on the
mainland US — a change the US Strate-
gic Command says would make the
force more resilient and unpredictable.

“It is an answer to the ‘Guam killer’,
and it is the right decision,” says a mili-
tary official from a US ally in the region,
referring to China’s DF-26 Intermediate-
Range missile which can hit Guam from
bases in the country. “But of course the
immediate political signal people here
will pick up is that the US is weakened.”

The same applies to aircraft carriers,
which have been a key tool of US power
projection. “They could become a dino-
saur,” says Yoichi Funabashi, chairman
of the Asia Pacific Initiative, a Tokyo
think-tank which organises exchanges
between US and Japanese military offi-
cials. “Covid-19 has demonstrated how
vulnerable US aircraft carriers are,” he
adds, stressing that when the outbreak
of the virus forced all four carriersin the
region to stay in port, no US carrier was
available in the western Pacific.

Washington is not addressing the
pandemic as effectively or as strongly as
expected from an economic, military,
and technological power, says Jay
Batongbacal, director of the University
of the Philippines’ Institute for Mari-
time Affairs and Law of the Sea. “You
can say that the armour has been tar-
nished, and everyone can see that.”

The US rejects such criticism. “We
continue to increase our interoperab-
ility, information-sharing, and access to
enhance our capabilities and improve
our co-ordination for competition,” says
Captain Mike Kafka, Indo-Pacific Com-
mand spokesman. He points to the
arrival of 200 marines in Darwin, Aus-
tralia, two weeks ago for a rotational
force deployment.

Risk on the waters

America’s allies in Asia do give the
Trump administration credit for focus-
ing on the military challenge that China

now presents. Washington has ident-
ified Beijing as a strategic competitor
and described it as a revisionist power
seeking to “displace the US in the Indo-
Pacificregion”.

The US military is now calling the
Indo-Pacific its “priority theatre”, and
adjusting its posture to reflect the
administration’s focus on China. “In the
military realm, the US has woken up,”
says Ms Glaser. “A decade from now — it
may take that long — we’ll be in a much
better position against China.”

Inareport to Congress in April, Admi-
ral Phil Davidson, commander of US
forces in the Pacific, requested an addi-
tional $20bn over the next six years fora
revamp he says is “designed to persuade
potential adversaries that any pre-emp-
tive military action will be extremely
costlyand likely [to] fail”.

Among his priorities are an air
defence ring to protect Guam and a
string of anti-air and anti-ship missile
deployments along the chain of islands
which separates China from the western
Pacific. The Indo-Pacific Command is
also pushing to strengthen the alliances
militarily. It wants to step up intelli-
gence exchanges, build sensor networks

“We fear that they are
using countries as
pawns, as bargaining
chips. This kind of
insecurity is very new’

to be shared by allies in the region, cre-
ate joint command and control tools,
and increase joint exercises.

Although the US Navy has long con-
ducted so-called Freedom of Navigation
Operations through the South China
Sea, ithas long faced pressure to adopta
more vigorous presence especially from
the Philippines and Vietnam, the two
countries that have most frequently
clashed with Beijing over land features
and resource exploration.

Pham Quang Minh, rector of the ViNU
University of Social Sciences and
Humanities in Hanoi, says the US
appears to react only when China
becomes more assertive. The US “comes
and goes” in Asia, he says, and adds,
quoting a proverb popular in both China
and Vietnam: “Distant water cannot put
out anearby fire”.

The US appears to have changed its
approach in the South China Sea in
response to Beijing’s pressure on fellow
claimants of those disputed waters.

When China sent a geological survey
vessel into Malaysia’s exclusive eco-
nomic zone near where a drillship was
operating for state oil company Petro-
nas in April, the US sailed naval ships
through the area, conducted bomber
patrols and a joint exercise with an Aus-
tralian naval vessel. Security experts
say this differed from earlier operations.

“People think we might now be willing
to incur risk on the water to challenge
Chinese behaviour, and our south-east
Asian friends would welcome that,” says
a former US military official.

But behind the military presence,
many of its Asian friends are worried
about the shift in political attitudes in
Washington — and, in particular, the
ideas behind an America First strategy.

The White House’s “Strategic
Approach to the People’s Republic of
China”, released three weeks ago, makes
no more than passing mention of values
shared with allies such as free trade or
democracy.

“America used to be about the liberal
international order. That is why we
need to counter China — to protect our
values and this order,” says Mr Funa-
bashi. “But we no longer see the US rally
allies around these values — we fear that
they are using countries as pawns, as
bargaining chips. This kind of insecurity
isvery new and very disconcerting.”

Japan, the largest host of US forces in
Asia-Pacific, is watching Washington’s
fight with Seoul with dismay. Its own
host nation support agreement is up for
renegotiation this year.

Australia and Japan were particularly
disappointed when the US dropped out
of the Trans-Pacific Partnership, an
Obama-era regional trade deal, which
Canberra hoped would assist in building
a balance to China’s economic might.

Richard Maude, former deputy secre-
tary in the Australian foreign affairs and
trade department, says the US lost a
“compelling economic narrative” when
it dropped out of the TPP.

Forced tochoose?

Some US partners also feel entrapped by
‘Washington's ever-fiercer confrontation
with China. Writing in Foreign Affairs
magazine in June, Singapore’s Prime
Minister Lee Hsien-loong said competi-
tion between the US and China raised
“profound questions™.

He added: “Asian countries see the
United States as a resident power that
has vital interests in the region. At the
same time, China is a reality on the
doorstep. Asian countries donot want to
be forced to choose between the two.”

But with its efforts to decouple tech-
nology supply chains and its retreat
from agreements on arms control,
health and climate, many in the region
see the US as demanding just that.

Natasha Kassam, a research fellow at
the Lowy Institute in Sydney, says poli-
cymakers could be planning for a worst-
case scenario where Washington’s atti-
tude becomes simply “you are with us or
against us.” In May, US secretary of state
Mike Pompeo threatened to “discon-
nect” with Australia — in vague com-
ments which suggested a cut to intelli-
gence sharing — over the participation
of astate government in China’s Belt and
Road strategic economic scheme. His
statement was quickly modified by the
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Years of continuous
US bomber presence
In Guam. Now heavy
and stealth bombers
will operate from
bases on the
mainland US

$20bn

Slze of additional
funds requested by
US forces In the
Pacific over the next
six years, Including
an alr defence ring to
protect Guam and
other deployments

US embassy in Australia. For most
allies, a strong partnership with the US
is still the preferred option. Vietnam,
notan American military ally, is steadily
expanding military exchanges with the
US. The Philippines, where a longstand-
ing US alliance has suffered from Presi-
dent Rodrigo Duterte’s pursuit of closer
ties with China, on June 1 aborted a deci-
sion to suspend an agreement regulat-
ing US visiting forces.

But some regional powers are hedging
against the risk of US retrenchment —
by building relationships among each
other and beyond. Japan is taking on
more responsibility in regional security.
Japan's Self-Defense Forces have partici-
pated in US aircraft carrier operations
and partnered with naval ships from
European countries and Canada to
ensure maritime security.

Inan attempt to provide the economic
soft power leadership lacking from the
US, Tokyo is countering China's Belt and
Road Initiative with a programme for
infrastructure investment in south-east
and south Asia.

Scott Morrison, Australia’s prime
minister, signed a slew of bilateral
agreements with India at a virtual sum-
mit with Prime Minister Narendra Modi
this month. This follows a strategic part-
nership inked with Vietnam in 2018.
Mr Maude says the ideal situation for
Australia would be for a number of
larger countries to balance China’s influ-
ence, with India, Japan, Vietnam and
Indonesia all playing arole.

Such a rise of “middle powers” step-
ping in to balance the region is the most
benign scenario for the fallout from US
retrenchment. But other scenarios are
possible. Ms Glaser warns that thereisa
risk of the region splitting into a pro-US
bloc and a pro-China bloc. Although
Beijing’s foreign policy doctrine does
not officially approve of alliances, it can-
not be discounted, she adds.

Alternatively, some countries tradi-
tionally aligned with the US could
drift towards China if they conclude
that Washington neither respects their
economic interests nor protects their
security.

In South Korea, that seems a real
possibility. S Paul Choi at Seoul-based
defence consultancy StratWays Group
and a former strategist for the US mili-
tary in South Korea, says the falling out
with Washington makes some leftwing
progressives who hold power question
“what is the difference between the US
basically strong-arming its ally, and eco-
nomic coercion from China?”

Others believe that the South Korean
public could also be receptive to Chinese
advances as Beijing is seen as ever more
powerful. “They are telling people they
are going to be a new answer to a new
world [ . . .] a lot of people in Korea
believe that,” says Lt Gen Chun. “It is
making the situation very dangerous.”

Additional reporting by Song Jung-a and
Kang Buseong
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Threat to cut US troops
harms western alliance

Germany and other European partners must raise defence spending

Donald Trump’s former ambassador to
Berlin has confirmed that the US plans
to withdraw some troops from Ger-
many. If the Trump administration
were to carry out its threat, it would be
a triple blow — to US-European rela-
tions, Nato and the wider idea of the
west as an alliance of democracies com-
mitted to upholding shared values.

No one would benefit from such a
move except the west’s rivals and com-
petitors, notably Russia and China —a
point forcefully made by some of the
US president’s fellow Republicans in
Congress. All the same, Germany and
its European partners should treat the
‘White House’s threat as the latest seri-
ous sign that Europe must honour
promises to make a bigger military
contribution to the Atlantic alliance.

The threatened pullout is damaging
partly because it emerged in media
leaks rather than as a result of discus-
sions between Washington and Berlin
or among Nato governments. In this
respect it testifies to the erratic nature
of Mr Trump’s foreign policy. It also
illustrates the acute frictions in US-
German relations that have accumu-
lated over the past three years, frictions
that owe much to Mr Trump’s bad per-
sonal relationship with Chancellor
Angela Merkel and to his jaundiced
view of Germany as the embodiment of
the liberal multilateralism of which he
isso contemptuous.

Above all, the US threat is harmful
because it will reinforce doubts in
European capitals about the reliability
of the US security umbrella over
Europe. This risks sowing divisions
among Nato’s European member
states. Some, including France and to
an extent Germany, will see it as a good
reason to press ahead with an autono-
mous EU defence and security policy.
Others, such as the Baltic states and
Poland, will want to bind themselves
more tightly to Washington for fear of

becoming vulnerable to Russian pres-
sure. Still others may judge it in their
interests to cultivate closer ties with
Moscow and Beijing.

As outlined by former ambassador
Richard Grenell, the proposed with-
drawal would appear to involve just
under 10,000 troops, leaving a 25,000~
strong US presence in Germany. Bear-
ing in mind that the US kept about
250,000 troops there in the 1980s,
before the cold war’s end, the latest
proposed reduction might seem a small
matter. Since Russia’s annexation of
Crimea in 2014 and intervention in
eastern Ukraine, the US has actually
led Nato in increasing the alliance’s
presence in Poland and the Baltic
states. But this highlights the way in
which the new US proposal appears
targeted specifically at Germany, the
country that all post-cold war US
presidents before Mr Trump identified
as Washington’s key continental
European ally.

German politicians will be tempted
to play for time until November’s US
presidential election, in the hope Joe
Biden, the Democratic nominee, will
defeat Mr Trump and repair the dam-
age to US-European relations. But even
Mr Biden is sure to want a more vigor-
ous European defence effort in return
for US leadership of the alliance and
support against Russian and Chinese
pressure. Many European states, their
budgets squeezed by the coronavirus
pandemic, will face difficult choices.

However, the bottom line is that a
majority of Nato's European members,
including Germany, are not fulfilling
their promise to raise annual defence
spending to 2 per cent of gross domes-
tic product. Too many display no real
urgency about making defence policy a
cornerstone of a more integrated
Europe. Unless they up their game, the
US-European alliance will doubtless
come under further unwelcome strain.

Big Oil faces up to future
beyond petroleum

The pandemic is set to accelerate the shift away from fossil fuels

Big Oil may soon not be so big, and have
less to do with oil. The industry has
faced an increasingly uncertain future
as climate change has moved to the
forefront of the public’s consciousness.
Investors, too, have stepped up their
calls for action. Now the coronavirus
pandemic, by radically cutting demand
for oil and gas and giving governments
the whip hand in directing the revival
of their economies, looks likely to
accelerate the long-term shift away
from fossil fuelsin many nations.

Bernard Looney, the new broom at
the head of BP, is among the first of his
peers to put aninitial cost to this transi-
tion to a new reality. The group, he
admitted yesterday, is sitting on some
assets that may never be developed.
BP will write down the value of its
assets by as much as $17.5bn in the
second quarter — some 20 per cent of
its market capitalisation. BP, like
many of its European rivals, was
already trying to break with the past
before Covid-19 struck but Mr Looney
deserves credit for tackling the crisis
head on. The company has lowered its
long-term assumption of the price of
Brent crude from $70 a barrel to $55a
barrel. Onthat basis some of BP's assets
are no longer economic. At the same
time, BP said it expects the price of car-
bon dioxide to be $100 a tonne, up from
aprevious estimate of $40.

These shifts reflect, in part, the
downturn in economic activity in the
wake of the lockdowns. But they also
highlight the scale of the transition the
industry faces as economies move to a
low-carbon future. The reality is that
the lowest-cost producers will survive
the longest. Western oil majors, unlike
their national oil company counter-
parts, face the added challenge of
appeasing institutional investors who
are themselves under pressure to bur-
nish their green credentials. Investing
in Big 0il, like Big Tobacco, has become

much less acceptable. It is something
that even large US players, such as
ExxonMobil, which have been slower
to embrace the energy transition, will
have to accept. Some smaller compa-
nies will opt to go private. In the US,
the value of energy companies on the
S&P 500 has shrunk to less than 5 per
cent of the total index from 11 per cent
adecadeago.

Big 0il’s predicament is an extreme
example of the challenge facing every
corporation as economies move to a
low-carbon future. Reinvention —
while keeping investors used to chunky
dividends on board — remains the
tricky part. BP’s payout looks less
secure following yesterday's write-
down. The energy transition has
already overturned the business mod-
els of traditional utilities. Among the
majors, those that can are already
investing in less polluting gas, if not
renewables. Royal Dutch Shell has
vowed to become the world’s largest
electricity company by the 2030s. Den-
mark’s Orsted, previously Dong Energy
and now an offshore wind farm special-
ist, has shown that successful transi-
tions are possible.

The scale of the crisis should not
detract from the fact that BP and its
peers have many strings to their bow as
they seek to plot new paths. They have
some world-class engineering, con-
struction, management and trading
functions. These are skills that will
endure long term and can be put to
good use in a green recovery. Their
expertise in managing gas infrastruc-
ture also puts many in strong positions
for leading roles if governments decide
to make hydrogen the low-carbon fuel
of the future. Lord Browne, the execu-
tive who built the modern BP through a
string of big acquisitions two decades
ago, has long talked about the com-
pany’s future lying “beyond petro-
leum”. The future is getting closer.
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No easy solution to Covid-19 rental pressures | Xerkshirc Sculpturc Park
provide the mode

Since the Covid-19 economic shutdown
began there has been an
understandable spate of cries by
tenants for rental reductions or
abatements (“Unpaid rents pose a risk
to the wider economy”, The FT View,
June 15). Simultaneously, “landlords™
have demanded their contractual rents
as they have mortgages and other
obligations to pay. As a long time, now-
retired US real estate investment
manager I've noticed that there is little,

if any, discussion of who these
“landlords” ultimately are.

They are not rich guys in Greenwich,
Connecticut. Most institutional quality
property in the US and Europe is
owned by pension funds and
endowments.

Retirees and beneficiaries of those
funds rely on investment returns from
the property assets their investment
managers (the rich guys in Greenwich)
have acquired. The question of who

should bear the Covid-19-driven losses
is a lot more complex than the tenants,
the investment managers, the
mortgage holders (who are also often
pension funds or endowments) — or
the press — seem to realise.

It is very complex and there is no
simple solution.
Ted Leary
Founder and President,
Crosswater Advisors,
Los Angeles, CA, US

Shovel-ready projects do
little for productivity crisis
The British government is calling for
shovel-ready projects (Report, June
12). But that will just produce more
roads, less green space. Spatula-ready,
software-ready projects would be a
wiser investment. Britain's standing in
science is declining, after years of
under-investment.

For a decade, vice-chancellors,
oblivious to their universities’ fall in
global ranking, have spent money on
sports grounds and fancy shops, not on
skilled people.

Now, as they cope with Covid-19, the
UK’s universities have instituted fierce
hiring freezes on young staff. Britain
has a deep productivity problem. To
reverse that, ideas are needed. Offering
scientists shovels, not lab benches, is
suicidal for the nation.

1t’s fine if you want to build
Stonehenge, but investing in young
scientists would be a quicker, smarter
choice for the 21st century.

Euan Nisbet
Egham, Surrey, UK

Shipping woes test logic
of global supply chains

Zhong Sheng’s letter (Navigating
shipping’s path to sustainability, June
11) on the effects of the pandemic
reverberating across the shipping
industry gives prominence to a subject
not often discussed.

It remains unclear how emissions
from empty or half-empty ships will
cause any greater environmental harm
than when sailing fully laden.

However, there is merit to the notion
that the implications of Covid-19 may
lead to greater spare transport
capacity, especially for the seaborne
transportation of finished goods. This
can further question the viability of
global supply chains and in a larger
sense of globalisation itself.

As Dr Sheng correctly puts it,
shipping can only react to demand-side
signals with the supply of tonnage
adjusting slowly and with a
considerable time-lag.

All the same, with a ship lifecycle of
about 20 years, it is erroneous to
suggest that the International Maritime
Organization should implement
so-called “market-measures” in the
wake of an unpleasant, albeit
temporary, situation.

The current IMO approach of
focusing on the sustainability of the
asset that has resulted in legislation
regulating the handling and discharge
of ballast water and the burning of low-
sulphur oil is instead a pragmatic one
and one of long-term focus.

Dionysios Tsilioris

Member of the Institute of Chartered
Shipbrokers,

Athens, Greece
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Stranded seafarers also
need emotional support

One key aspect of currently having
400,000 seafarers stranded at sea or at
home is missing from your welcome
front page article (Report June 8). It
cites the well-founded concerns over
seafarer fatigue and safety but omits to
mention the increasing mental health
issues which contribute to these
concerns, as well as to depression,
loneliness and suicide.

Seafarers don’t go home every night
to help with the homework and put the
kids to bed; they’re busy delivering all
we depend upon for our daily living,
most notably our food and fuel.

The simple things can make all the
difference to seafarers — a friendly
face, a chat, a bar of chocolate.

Other things have more significance
— impartial and confidential help with
an onboard issue or, in particular,
top-up cards and internet provision to
contact home. Stella Maris, the world’s
largest international ship-visiting
charity, is doing all this and much more
to support seafarers around the globe
in whatever socially-distanced capacity
we can.

But let’s get them home.

Ian Stokes

Head of Corporate Engagement and
Partnerships, Stella Maris,

London, SW1, UK

Central bank intervention
and equity markets

Following the latest mindless ramp in
equity prices by the US Federal Reserve
and the Bank of England, it occurs to
me that had a private citizen engaged
in similar activities over the last dozen
years they would have been liable to
criminal sanctions for market
manipulation and the mis-selling of
investments to private individuals.
Martin Allen

London N1, UK

Call to rethink the
regulation of Big Tech

Mark Zuckerberg needs help in
handling his oversized influence over
the terms of political debate on
Facebook (Report, June 12). France’s
heavy-handed regulatory solution,
while well-intentioned, will not do the
job and would be condemned by many
if applied in more autocratic countries
(“New social media law will ensnare
citizens alongside Big Tech”, Opinion,
June 15).

Best would be the civil governance of
what are essentially public interest
decisions, removing editorial rights
from both commercial and state hands.
Such multi-stakeholder governance
approaches can work, from Reuters’
“Trust Principles” and associated
governance arrangements, to the
governance of for-purpose B
Corporations and the many successful
examples of ombudsperson and
arbitration platforms, often operating
in complex, high-stakes contexts.

‘With Big Tech on the rise, such a new
piece of global governance is much
needed. It would not stop disputes over
rights and wrongs, which can be as
healthy as they are at times worrying.

But it would remove the right to
decide from the powers that be,
including the likes of Mr Zuckerberg,
for which they should be eternally
thankful.

Simon Zadek
Amsterdam, The Netherlands

Give councils the last word
on controversial statues

Eva Kaluzynska (“Respond to the
outcry over statues with imaginative
solutions”, June 12) makes a useful
suggestion for disposing of redundant
statues but doesn’t address the
question of how to decide which ones
to remove and which to keep.

May I suggest that this should be a
decision for local authorities (albeit
with special arrangements for
Westminster, Edinburgh, Cardiff or
Belfast). Groups who are offended by a
particular statue should be required to
present a petition to the local council
containing the signatures of, say, 10 per
cent of registered voters. If the group
were to succeed in obtaining the
required number of signatures, then
the council would be obliged to hold a
local referendum in which both sides of
the argument would have an
opportunity to make their case.

Everyone would be expected to
respect the result in accordance with
the democratic norms to which we are
accustomed.

The same process could be used for
changing controversial street names or
names of buildings.

Michael Williams
Letchworth, Hertfordshire. UK

Simon Schama suggests that statues be
removed from town centres and placed
in museums (Opinion, FT Weekend,
June 13). I would suggest that instead
of parking these monuments in
museums where they are likely to be
outsized and out of place, an area of
land be designated as a National Statue
Park. The Yorkshire Sculpture Park
and the National Arboretum in
Derbyshire already receive many
thousands of visitors each year,
bringing much needed tourism.

A National Statue Park would not
only give context to significant figures
in British history without the charge of
glorifying their deeds, it could also
bring important investment to the
region in which it was sited.

As Bristol has been instrumental in
beginning this debate, might I suggest
the south-west as a possibility?
Reverend Toby Hole
Sheffield, Yorkshire, UK

Measuring a company’s
impact on society

1did enjoy reading the letter from
Padmesh Shukla, head of investment at
the TFL Pension Fund (“Private
markets compare well to the PLC
circus”, June 10). I agree that private
markets are neither short term nor
opaque; indeed private capital market
managers are encouraged to report
clearly by their investors (the leaders
of whom form a committee with which
the manager must consult) over
disclosures around performance and
all ESG matters. ESG reporting is now
moving towards full impact reporting.
Iled work with the London School of
Economics on publishing the External
Rate of Return, a platform which
invites all companies, small and large,
private or public, to explain their
impact on the companies they own,
their suppliers, customers, the local
and national economy and the
environment. These five vectors have
around 35 measures within them
which, when reported on regularly,
allow everyone involved with the
company to understand its complete
relationship with broader society.

The external rate of return was
adopted by the BBC and has become
the backbone to their public purpose
report, which is now published
annually. It has also been adopted by
companies, particularly private equity.

There is a virtuous circle beginning
to exist between the way in which a
company is rum, its ability to attract
capital and its service (or not) to the
broader community and the planet.

We have reached a moment in time,
only to be accelerated by the current
crisis, where a company’s social,
economic and environmental footprint
can be measured. Within the private
capital and impact community
worldwide, private investors have led
this effort while, as Mr Shukla says,
“the public equity circus continues”.
Mark Florman
CEO, Time Partners,

Chairman, Listed Private Capital
Association, London SW1, UK

Correction

@ The 30-year bond issued by Morgan
Stanley at the height of the market
turmoil in March was a $2bn issue, not
$5.5bn as wrongly stated inan article on
June13.

Indians turn to
ayurveda

to ward off
coronavirus

Notebook
by Stephanie Findlay

Looking at my phone in the morning
has become an exercise in anxiety
management as India’s coronavirus
caseload mushrooms. Keeping my
inner doomsayer at bay is becoming
more difficult as the country of 14bn
people wholeheartedly embraces the
herd immunity model. Contact
tracing appears to be flagging, while
testing remains limited at a time when
hospitals are reporting that they are
running out of beds for new patients.
I'm not alone in my apprehension.
With India overtaking the UK to have
the fourth-highest number of Covid-19
infections globally, 56 per cent of
people are feeling anxious and
worried, according to a June poll.
Faced with a rising death toll and
limited treatment options, Indians are
turning to alternative medicine to
prepare themselves for inevitable

In some ways, the Hindu nationalist
government of Prime Minister
Narendra Modi has primed them for
the shift. Shortly after taking office in
2014, Mr Modi formed the new
ministry of Ayush — ayurveda, yoga
and naturopathy, unani, siddha and
homeopathy — to prioritise the
development of traditional medicine.

Since then, he has worked to
reclaim yoga from Lululemon-clad
westerners and become a champion of
“traditional ways”, aiming to set up an
ayurveda hospital in each district to
promote the holistic practice. He leads
by example, saying he has practised
the ministry’s recommendations for
years, such as drinking only hot water.

Ministry-endorsed Covid-19
immunity boosters include daily
meditation, oil pulling therapy
(swishing a tablespoon of sesame or
coconut oil around your mouth for
two minutes) and drinking “golden
milk” — half a teaspoon of turmeric
powder stirred into 150ml hot milk.

Other politicians from the ruling
Bharatiya Janata party have
reportedly prescribed cow dung and
urine for Covid-19, but that is
probably best interpreted as a sign of
the rise of Hindu nationalists, who see
cows as semi-divine.

One of the ministry’s more
controversial recommendations has
been to use Arsenicum album 30, a
dilution of the toxic element arsenic,
as a preventive treatment for
coronavirus, despite little scientific
evidence that it works. Dr Batra’s
Homeopathy, one of India's fastest
growing homeopathy chains, has
distributed the treatment to police
officers working to contain infections
in the hotspot of Mumbai, according
to Akshay Batra, vice-chairperson and
managing director.

“From the 10m doses that we’ve
handed out we don’t have a single case
of coronavirus yet,” says Mr Batra.
“That’s a very positive development.”

Indians have embraced
homeopathy during the coronavirus
outbreak, he says. “Since there is no
treatment for Covid, immunity is the
buzzword.” After making the initial
painful shift from consultations in
clinics to telemedicine, Mr Batra says
that business is back to pre-lockdown

levels and the company is emerging
stronger from the crisis.

To many practitioners of traditional
medicine, this is an opportunity for a
renaissance, a chance to validate
India’s cultural supremacy over the Us
and China. Ayurvedic practitioner
Prithu Nath says some doctors at
hospitals in the north-west state of
Punjab are testing his Covid-19
remedy. The five-day programme,
which features gargling with pink salt
four times a day and eating aged
garlic, has been passed down from an
original recipe first used during the
Spanish flu pandemic a century ago.

“There is so much confusion,
authorities have not come to a
consensus on treatment”, says Mr
Nath, “and they are not concentrating
on our first line of defence, which is
our immune system.” Most of his
advice is straightforward: avoid
processed foods, eat less sugar, take
more exercise. “There is so much
stress, people need to calm down,” he
says. “Now is the time you have to go
back to the old system.”

Romanticising the past can be
dangerous. Ultimately, an estimated
14m Indians died from Spanish Flu,
representing a considerable share of
the worldwide mortalities. Surely that
is a scenario to avoid, not repeat. But
in a country where people have been
left to fend for themselves against the
virus, I understand the need to find
solace in a situation that seems out of
control. Pass me the golden milk.

stephanie. findlay@ft.com
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BRITAIN

Robert
Shrimsley

ree trade requires trade-offs.

Who knew? The answer, it

seems, is not enough of the

UK’s ruling Conservative

party. Shortly before the last
election, one cabinet minister noted
ominously that decades of delegating
trade policy to the EU had left British
politicians unready for the scale of the
fights new agreements provoke. “We've
been sheltered for so long. 1 don't think
everyone realises what a hot political
issue this s going tobe.”

As Tories start to face those hard
choices outside the protection of alarge
trading bloc, the early signs are worry-
ing for free traders. In February, Boris
Johnson, the prime minister, pledged to
beaforce for freetrade in aspeech flush
with high-minded rhetoric. Free trade

The fight for free trade cannot be fudged

was to be the Brexit dividend. The Us,
along with Japan, Australia and New
Zealand are the first targets, followed
perhaps by membership of the Trans-
Pacific Partnership. That even a US
trade deal would add less than 0.2 per
cent to UK gross domestic product over
15 years, compared with a 5 per cent hit
from the loss of EU trade, was moot. At
times it seems as if the win of getting a
deal matters more than its contents.

But deals require the courage to com-
promise for one’s convictions and Mr
Johnson, often the least radical member
of this radical government’s leaders, can
be surprisingly tremulous. The trade-
offs also feed into a key Tory tension
between economic and social priorities.
Brexit was essentially the placing of
political values over economic ones.
Brexit-backing free traders now find
arguments for protectionism draped in
social values. There are ministers ready
to make the case for free trade — most
obviously Liz Truss, the trade secretary,
and Rishi Sunak, the chancellor. But
they faced push-back from colleagues
includingpast and present environment
secretaries Michael Gove and George

Eustice, who resist diluting animal wel-
fare or environmental standards. Mr
Johnsonagreeswith both sides.

And this is the problem. Leaving aside
the contradiction of espousing free
trade while restricting it with your larg-
estmarket, the party is full of “free trade
but”-ers. Some believe in free trade but
worry about farmers and environmen-
tal protections; others want an EU deal

Deals require hard choices
and the courage to
compromise, but the early
signs are worrying

but fret about Britain’s tiny fishing
industry. Still more want state support
to build national resilience. Each has a
peint, but the combined effect will
dilute or even threaten any agreement.
The most heated fight is over agricul-
ture. Last month, 20 Tory MPs rebelled
in an effort to create extra protections
for farmers. But having drawn a red line
around the NHS in any US deal, the UK

is needs to give ground on agriculture.

The headline cases are UK bans on
chemical-washed chicken and hormone
treated beef. Ms Truss and Mr Eustice
have promised to maintain food safety
standards. But in truth these are not
food safety issues. The chemical wash,
for example, is to remove the hygiene
risks of lower animal welfare standards.
The realissue is economic protection for
higherstandards. Some Tories fear min-
isters are operating a bait and switch,
focusing all attention on these issues
while agreeing to lesser protections in
less noticed areas, such as antimicrobial
resistant drugs and pesticides. They also
fear treating the headline issues as food
safety concerns opens the door to a later
reclassification.

The UK's answer is a dual-tariff sys-
tem, which opens markets to US imports
but offerslower duties to goods that meet
higher standards. This leaves the choice
to consumers, but market solutions are
not regulations so the dual tariff must
weaken animal welfare and environ-
mental protections. There are other
trade-offs. Data service liberalisation
may mean accepting data on citizens will

notbestoredin the UK and even a pared
down EU free trade deal may founder on
protection for the fishingindustry.

Then there is Project Defend, the initi-
ative to build UK resilience of supply ini-
tially in about 30 key areas ranging from
transformers to paracetamol. Tied to it
is the rising anxiety over dependence on
Chinese imports and solutions, includ-
ing tougher rules on foreign takeovers,
onshoring and tie-ups with allies. The
danger is not the tight focus on resil-
ience. Ministers and officials know the
trade risk of overreach. But it all bol-
sters a protectionist mindset.

Theseissues will intensify. It is an easy
job to scare people against trade deals.
Private polling will often support pro-
tectionism and Tory MPs are already in
anervous state. If Mr Johnson is to live
up to his rhetoric, he will have to make
the case for his cause and its difficult
trade-offs. Thisisno longer anissuethat
canbeslipped past the public. Of late, he
has looked less like a man with a stom-
ach for hard choices, but the fight for
free trade is not for the faint-hearted.

robert.shrimsley@ft.com

Avery
Swedish sort
of tailure
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Gideon 1 ? '
Rachman

here is something ghoulish
about the way therest of the
world is watching Sweden’s
experience with the corona-
virus pandemic.

The country’s refusal to go for a hard
lockdown has seen it hailed by right-
wing populists around the world. By
contrast, the liberal left in much of
Europe and America seems almost
eager to hear that the experiment has
ended in disaster and despair.

Inevitably, the actual situation in Swe-
den stubbornly refuses to conform to
the ideological biases of the outside
world. On balance, the pessimists seem
to be winning the argument. But this
model for tackling coronavirus has very
little to do with libertarianism or right-
wing populism. Instead, it looks like a
very Swedish sortof failure — linked toa
left-leaning country’s excessive faith in
its own scientific prowess and bureau-
craticelite.

It is not that Stockholm has simply
ignored Covid-19. Gatherings of more
than 50 people have been banned and
new health facilities built. Swedes were
advised to practice social distancing and
many have chosen to work from home.
But the policy has generally rested

on recommendations, rather than
law. Schools, shops, restaurants and
gyms have stayed open. The country’s
goal was to keep society and the econ-
omy running, while preventing the
health service from being over-
whelmed, and moving rapidly towards
“herdimmunity”.

In some respects, Sweden has bene-
fited from its more relaxed approach.
The country’s children have not had to
suffer the consequences of school clo-
sures. But the export-oriented economy
has not been spared a sharp contraction.
And the covid-19 death rate looks
shockingly high compared with neigh-
bours that went for a tougher lockdown.
Sweden’s per capita death rate is
roughly 10 times the level of neighbour-
ing Norway. There have even been days,
inrecent weeks, when the death rate per
head has been the highestin the world.

It is true that Sweden’s overall mortal-
ity rate is still lower than some other
countries that have instituted much
stricter lockdowns — notably Britain.
But there is less evidence that Sweden
has succeeded in “flattening the curve”
of infection. Swedes have also been
stung to see Nordic neighbours — such
as Denmark and Finland — opening
their borders to each other, but not to
Swedern.

Faced with these signs of failure,
domestic criticism of Stockholm’s Cov-
id-19 policy is becoming louder. One
longstanding critic is Lena Einhorn, a
virologist and prominent intellectual.
Dr Einhorn told a recent seminar, held
by Cambridge university’s Centre for

Geopolitics, that she regards her
country’s policy as “madness” — and
very much at odds with its normal
approach of “taking very good care of its
citizens”, She added: “It has thrown a
wrench into my whole concept of a sta-
ble, sane Sweden.”

Dr Einhorn fears that the main gain-
ers from a policy failure over Covid-19
will be the Sweden Democrats, a far-
right opposition party with roots in the
neo-Nazi movement. But the fact thatit
isthe far-right that has led the criticism
illustrates how difficult it is to fit
Sweden’s story into a global narrative
that tries to pit “irresponsible” right-
wing populists against “responsible”
centrist governments that “follow the
science”. The Swedish prime minister,
Stefan Lofven, is a Social Democrat. And

Stockholm's excessive faith
in its scientific prowess
and bureaucratic elite
shaped its virus policy

one distinctive aspect of the country’s
approach is the way the policy has
been formed and presented by scientists
and technocrats — with Anders Tegnell,
the country’s chief epidemiologist,
becoming both the public face of Swe-
den’s approach and something of a
national icon.

Paradoxically, it may be Sweden’s
very success as a nation that led to its
apparent failure over the pandemic. A
self-image as a country that is superra-
tional and modern means that Sweden
is confident and cohesive enough not to
follow the international consensus.
Instead, policymakers have chosen to
trust their own judgment. But Swedish
self-confidence may have shaded into
an arrogance about the country’s sup-
posedly superior rationality, which then
ledto policy errors.

Nicholas Aylott, a professor of politics
at S6dertorn University in Stockholm,
draws a parallel between Sweden's pan-
demic policies and its handling of the
refugee crisis in 2015. Inboth cases, the
country stood out from the interna-
tional crowd because of its distinctive

andradicalapproach. But, in both cases,
the Swedish exception did not work out
verywell.

For a long period, Sweden offered
automatic asylum to all Syrians —a pol-
icy more liberal even than Germany’s.
Ironically, Sweden's ultra-permissive
policy attracted scorn from many of the
same American rightwingers now prais-
ingitover Covid-19. Sweden’s distinctive
refugee policy was initially a source of
national pride. But, eventually, the gov-
ernment conceded that it was unsus-
tainable, and changed course.

Something similar may now be hap-
pening over coronavirus. As Mr Aylott
sees it: “In Sweden, there is often near
national consensus for a long time, then
suddenly a brick falls out of the wall and
everything changes.”

With Covid-19 — as with refugees —
there was nothing malicious about the
country’s decision to follow its own
path. Sweden’s failure — if that is what
we are witnessing — should be a source
of sadness, rather than schadenfreude.

gideon.rachman@ft.com

he cold war between the Us

and the Soviet Union was a

titanic 45-year ideological,

economic and technological

struggle thattook the world
to the brink of nuclear Armageddon,
touched almost every country and
stretched to the moon.

The cold war developing between
the USand Chinais a very different kind
of competition in a very different era,
but may be no less dangerous and conse-
quential. For the US, China will be a
far more formidable foe, given its dem-
ographic weight and technological
ambition.

The struggle will certainly be more
complex and multi-dimensional. While
the US and the Soviet Union were her-
metically separate, the US and China are

China is setting itself up to win cold war 2.0

intimately entangled in economic,
technological and cultural terms.

China was the US’s biggest goods trad-
ing partner in 2018. TikTok, the video
sharing network owned by China’s
ByteDance, is currently the world’s
most downloaded non-gaming app,
with a big presence in the US. Some
369,548 Chinese students were enrolled
in US higher education in 2019. Presi-
dent Xi Jinping’s daughter graduated
from Harvard university in 2014.

The superpower rivalry between the
Us and China has also acquired a differ-
ent, and possibly decisive, new dimen-
sion: cyber. If cold war 1.0 revolved
around military hardware and the
threat of nuclear annihilation, then cold
war 2.0 is more about civil software and
technological innovation.

The internet is emerging as a technol-
ogy of control, not just communication.
Whoever runs the global Internet of
Things, connecting billions of devices,
will have a geostrategic advantage. And
China is strengthening its position: the
row over the use of Huawei equipment
in the 5G networks of several western
countries is ataste of things to come.

It is tempting to believe that the bell-
icose talk between the US and China
results from the personal politics of two
atypical and disruptive national leaders,
US President Donald Trump and Mr Xi,
and will not survive their passing.

But Orville Schell, one of America’s
leading China scholars, takes a bleaker
view. He argues that the US policy of
engagement towards China that
endured for almost 50 years through

Dispute over the use
of Huawel equipment in
5G networks is a taste of

things to come

eight Republican and Democratic
pres-idential administrations has died.
The best that can be hoped for, he
writes, is that the US and China remain
in the foothills of a new cold war, rather
than ascending its peaks.

In Mr Schell’s view, US engagement
was based on two assumptions, which
have both failed the test of time. First,

Washington was convinced that
increased prosperity and greater inter-
action with the world would lead to
China’s democratisation. Later, it
believed the internet would further
accelerate societal freedom. In 2000 Bill
Clinton, then president, suggested that
China’s attempts to crack down on the
internet would be “like trying to nail
jelloto thewall”.

The world looks different today.
China has emerged as the world’s sec-
ond-biggest economy without loosening
the Communist party’s grip on power.
And the Great Firewall of China has
blocked off the global internet, while
enabling Beijing to mess around in oth-
ers’ cyber backyards. Last week, Twitter
culled 23,750 accounts that it claimed
were part of a co-ordinated propaganda
campaign run by china. “We are in a
competition that need notbe a shooting
war to be just as dangerous for us,”
stanley McChrystal, the former US
general, warned last week.

Robert Atkinson, president of the
Information Technology and Innova-
tion Foundation, a Washington-based
think-tank, argues that China has

already overtaken the US in some
advanced industries and is investing
heavily to achieve technological
supremacy. “China is becoming more
powerful technologically and can easily
surpass the USif we do notact,” he says.

To respond, Mr Atkinson argues the
Usurgently needs to develop a national
industrial strategy. The widespread
belief that free markets, property rights
and entrepreneurial spirit will be
enough to guarantee success is “ahistor-
ical and naive”.

At the height of the cold war in 1963,
the US federal government spent more
on research and development than the
rest of the world’s public and private
sectors combined, Mr Atkinson says.
Today, it spends less on R&D as a pro-
portion of gross domestic product than
itdidin1955.

The irony is that China’s leaders may
have learnt more from American his-
tory and its victory in the first cold war
than has the US political class. Techno-
logical innovation is a national security
issue.

John.thornhill@ft.com

Rhodes must
fall, but who
should stand in
his place?

Ann
Olivarius

12003, Nelson Mandela addressed

a rapt audience in Cape Town to

inaugurate a new programme

administered by the Rhodes Trust

at Oxford. The annual initiative
would provide university tuition, lead-
ership development and other supports
for a cohort of young African change-
makers.

The Mandela Rhodes Scholarship was
controversial. But the anti-apart-
heid revolutionary, who became South
Africa’s first black president, hoped that
associating his name with a champion of
racist imperialism would help southern
Africa heal. At the time I1agreed and, in
my capacity as a lawyer, advised him as
much. I'was less convinced about letting
Cecil Rhodes’ statue remain in its place
above the gate to Oriel College, Oxford,
but I concluded that it was better left in
place to provoke a conversation about
Rhodes’ conductand legacy.

Having tried to listen and learn from
the global Black Lives Matter move-
ment, I have changed my mind. I now
think Oxford should dethrone Rhodes
and install two rather different figures.
One male, one female, both black, they
would stand for an Oxford that still hon-
ours its legacy but also welcomes, along
with so many people marching and
kneeling today, adiverse future.

Mandela was not the type of man
Rhodes expected to see at the helm of a
nation. Yet that was why he wanted his
name linked with the arch imperialist.
Unveiling the foundation in South
Africa at the centenary of the Rhodes
scholarship, he welcomed the “ghost” of
Rhodes and the other architects of

We have barely
begun the work of
escaping the legacy
of colonialism and racism

apartheid. To banish these phantoms,
he thought, was to deny history. Better
they should haunt us. Better they
remind us of the past so we can walk
together towards a more just society.

Many years later, despite Mandela’s
infectious optimism, the work of escap-
ing the legacy of colonialism and racism
has barely begun. Itis time for Rhodesto
go. But who should now stand in his
place?I have two suggestions.

When I was at Oxford, one of the first
women tobea Rhodes scholar, I became
friends with a brave Zambian woman,
Lucy Banda-Sichone, a Rhodes Scholar
who, like Mandela, was a boundless
whirlwind for justice. Upon completing
her studies, Lucy returned to Zambia —
formerly Northern Rhodesia — as alaw-
ver, journalist and politician of sorts,
enduring appalling sexism. She fiercely
took to task any infringement on civil
rights, incurring the wrath of a corrupt,
postcolonial elite. Once, she fled into
hiding for fear of herlife.

When her husband died, his kin
claimed all of her property. Being left
destitute, she wrote to the principal of
Somerville College, “has given me the
ideaof whatIwanttodo . .. startalegal
clinic for widows and orphans.” she died
young, of Aids, which in its lethality in
Africa was another form of injustice. I
commissioned her portrait to hang in
Rhodes House at Oxford — the first
woman ever to grace a building that, for
decades, enshrined only white men.

Beside her should stand Alain LeRoy
Locke, the first African American
elected to a Rhodes Scholarship, in 1907.
Outraged scholars from the American
South demanded his award be revoked.
They failed. But they made his life mis-
erable. When he enrolled at Hertford
College in Oxford, some of his country-
men requested a transfer. At a lunch
hosted by the US embassy, no scholar
would sit with him. Locke went onto a
brilliant career as a professor of philoso-
phy at Howard University and was a piv-
otal figure in the Harlem Renaissance.
Almost 60 years would pass before
another African American was elected
tothe scholarship.

We like to erect memorials to com-
memorate who we are as communities —
our ideals and dreams. That way
the world seems permanent, concrete,
certain. But each generation rewrites the
world (partially). The current one —
including me, at the age of 65 — has
spoken. Oxford shouldlisten.

The writer became a Rhodes Scholarin 1978
and runs law firm McAllister Olivarius,
which specialises in discrimination cases
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BP/stranded assets: payout. The group will struggle to hold
its dividend as the year progresses.

the green file The broader picture is that oil
businesses that are failing to switch

BP flaunts the colour green in its into renewables are destined for a

corporate logos. A hopeful outlook has
instead depended on brown stuff: oil.
Yesterday the energy giant slashed
optimistic expectations for crude,
writing down up to $17.5bn of its asset
base this quarter. Because of climate
change, BP believes a portion of its
assets are “stranded assets” —
hydrocarbons that can never be burnt.

Bernard Looney, the new boss at BP,
is more upfront than some peers in
stating that meeting climate change
targets is triggering financial charges.
There will be plenty more where
these ones came from. Earlier this year,
Lex estimated big energy groups will
have to write off $900bn at current
prices.

Dealing with this will be the jobof a
new generation of energy industry
bosses, of which Mr Looney is an early
example. The long-term impact on oil
prices can only be bad. The medium-
term effect is debatable. Bob Dudley,
Mr Looney's predecessor at BP, thought
oil prices might even soar.

BP had been forecasting the highest
long-run prices for Brent crude among
most European peers. It was touting
$90 a barrel by 2025. The oil major has
cut that by a third, taking it to the
bottom of its peer group, according to
Barclays.

Coronavirus has trashed demand for
oil. Brent prices averaged more than
$60 a barrel last year. Crude is down by
half this year so far.

It is highly likely that BP would have
needed to recognise the weak outlook
in its accounts by the end of 2020. It
has done so earlier.

The charges do not affect operating
cash flow. But they do hit the balance
sheet, erode shareholders’ equity and
increase gearing. BP is worried about
its credit rating. Here what really
matters is net debt relative to operating
cash flow.

The green that counts most to
shareholders is money paid in
dividends. They are anxious about the
sustainability of the payout, as shares
yielding 10 per cent show. Last year
dividends absorbed more than $7bn of
free cash flow, of which there was
plenty. This year, there is no a surfeit.

Given BP’s new outlook for crude
prices, it can hardly borrow to meet the

slow run-off.

SoftBank/Credit Suisse:
funnel vision

Investing in SoftBank is an education.
It may not make you any money. It will
teach you about some more obscure
aspects of finance. One module
concerns the ways a large investment
business can funnel an extra dollop of
capital into businesses it already backs.

The Japanese tech group has poured
more than $500m into Credit Suisse’s
supply chain finance funds, which are
worth $7.5bn. These invest in turn in
the debt of businesses that include
start-ups supported by the Vision
Fund, a SoftBank satellite. The Swiss
bank’s asset management division does
so through Greensill Capital.

This London-based financier helps
businesses borrow against anticipated
payments from customers. Greensill is
itself backed by the Vision Fund.

The potential conflict of interest is
obvious. Vision Fund support might
reduce the independence of Greensill’s
investment decisions. Credit Suisse
faces questions of impartiality too,
given the close relationship of its asset
management division with Greensill as
a deal finder in supply chain finance.

Risks may be concentrated too
narrowly, given the reliance of Credit
Suisse on Greensill. Supply chain
finance typically provides a discounted
adwvance on anticipated cash flow. 1t
can also mask early signs of trouble in a
situation such as the pandemic, when
sales collapses hit the creditworthiness
of borrowers’ customers. Greensill is
already wrestling with client defaults,
including that of oil trader Agritrade.

All of this should worry investors in
the Credit Suisse funds, for all that
some losses would be covered by credit
insurance. SoftBank’s shareholders,
many of which are private investors,
should be concerned too. The shares
fell more than 3 per cent yesterday.

softBank boss Masayoshi Son hoped
the former traders and bankers he
recruited to the Vision Fund would
allow him to turbo-charge returns from
smart investment in start-ups. Instead,

.
Operating leverage: seats of power
Investors who obsess over balance sheet leverage are seeing only half the picture. Operating leverage —
which means profits fall or rise by a much larger proportion than corresponding movements in sales — has
hurt travel businesses during the coronavirus pandemic. Many also have big debts.

Travel broadens the spread
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Do not just interrogate the balance
sheet. Look for empty seats on
airliners and in concert halls.
Analysts have been scouring financial
statements to figure out which debt-
laden businesses are most vulnerable
to a Covid-19 downturn. Debt service
is a mandatory obligation. Yet
companies, financially leveraged or
not, also face fixed operating costs. If
these persist, even as sales decline,
the businesses are in trouble.

The problem is most acute in
businesses dependent on filling seats
— airlines, cruise lines and concert
promoters. So-called “operating
leverage” measures the change in
operating profit relative to a change
in revenues, showing just how
punitive fixed costs can be. At the

their ingenuity appears to be
concentrated on propping up returns
rather than amplifying them.

Furlough funds:
payback time

This is the corporate news the City
should want to hear: rising revenues
and a return of taxpayer funds. So good
on Bunzl, a middling UK company with
a big heart, for kicking off the week
with a spot of cheer.

The distribution company is not the
first to pledge repayment of state-
funded wages for furloughed workers.
The Spectator, a weekly UK magazine
sympathetic to the ruling Conservative
party, will also do so. Others such as

same time, operating leverage can
reveal how even the flimsiest green
shoots can prompt a stock to rally.

Analysts on average have lowered
their estimates on 2020 revenue for
American Airlines by just over 50 per
cent since the start of this year. Its
forecast ebitda has, however, fallen
from $7bn to a negative $5bn. Any
incremental passenger fares flow to the
bottom line almost in their entirety.

A carrier cannot immediately ground
planes or suspend routes when traffic
halts, as it did in April. Among the
dozen companies whose 2020 ebitda
forecasts have turned from positive to
negative in 2020, more than half the
number consist of US carriers, cruise
lines and concert promoter Live
Nation. For the few companies whose

Bellway never took the funds in the
first place. The housebuilder said it had
already benefited from government
schemes (though that notion did not
stop rivals availing themselves of state
aid). Swedish retailer kea also wants
to repay furlough funds.

such pioneers do not presage a flood.
Bunzl can afford it. In these pandemic
months it has delivered plenty of soaps,
masks and other kit to healthcare
clients — two-thirds of its business — to
offset its shortfall from hospitality.
Anyway, the repayment will weigh in at
about £7m, or less than four days
operating profit. Ikea too is in a better
position than many: its UK stores were
mobbed when they reopened at the
beginning of this month.

Getting ahead of the game because
they can is smart. Government

Double leverage trouble
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estimates for revenue growth are
forecast to jump relative to
expectations from January, the boon
to profits is not necessarily massive.
Clorox, flying high in an era of greater
focus on hygiene, expects a profit
jump of less than 10 per cent.

In the month between early May
and June, American Airlines shares
more than doubled, as passenger
traffic rallied. Carnival stock at one
point tripled. Even as travel remains
depressed, increases in traffic help
defray fixed costs. Both companies
have taken out loans and issued
bonds to bolster liquidity. Extreme
financial leverage is being stirred in
with operating leverage. Spectacular
short-term equity gains — and
potentially losses — are the results.

generosity will need to be repaid.
Britain’s furlough scheme will cost a
net £54bn over the March to October
period, accounting for more than a
third of the pandemic support.
Running down that debt with increased
taxes and scythed spending are
anathema to countries emerging from
a health crisis into an economic one.
Freezing public sector workers’ pay
might save £4bn but would rightly
trigger a backlash if applied across
NHS staff. Inflation will not magic debt
burdens away either.

Thus the repayment of furlough
money — perhaps on some kind of
sliding profit scale, much like student
loans — must be one option under
discussion. Other companies outside
the worst-hit sectors of travel and
hospitality best look sharp.
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Hertz share issue:
demolition derby

It is not every day that a federal judge
acknowledges the laws of corporate
finance, along with common sense,
have turned upside down. On Friday, a
US bankruptcy court approved a plan
allowing bankrupt car hire firm, Hertz,
to sell stockpiled shares. Yesterday the
company put out a prospectus detailing
an unprecedented plan to sell up to
$500m worth of equity. Its current
market worth is a little over $400m.

Hertz, in a warning of more than
4,000 words, pointed out the stock
may prove “worthless”. To avoid that,
the reorganised company must quickly
regain the scale it had before the
coronavirus pandemic. The
proposition is a fantastical one.

Remarkably, the judge conceded that
selling equity was Hertz’s best play
because, as it argued, equity was
costless. A senior bankruptcy loan
would carry a big interest rate and
numerous liens and covenants.

In theory, equity capital can never be
cheaper than debt. In the real world,
that rule is violated all the time, often
to the detriment of shareholders.

The academic capital asset pricing
model works out the cost of equity by
adding a risk premium to a safe rate of
return. The cruder empirical measure
of the cost of equity is the reciprocal of
the price-to-earnings ratio: the
earnings yield.

The higher the stock price relative to
earnings, the lower the earnings yield
and the cost of equity. By this metric,
dotcom high flyers or Tesla today could
issue shares for pretty well nothing.
Their earnings might be years away, if
they ever appear. But the market faith
in them would be deep.

In the case of Hertz, it concedes
something far more extraordinary:
shares in the market today are unlikely
to exist in the future because junior
creditors will probably take ownership.

Payback from Hertz’s new shares is
not even a long shot. Impossible is
more accurate. Hertz would appear to
be preparing to take advantage of the
greater fools. It can hardly be accused
of underplaying the risks.

Lex on the web
For notes on today’s breaking
stories go fo www.ft.com/lex
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The Financial Times and PWM are back with this year's Wealth Management

Summit on 4 November in London, covering the complexities of working with global wealth

across borders. This has been made even more challenging due to the covid-19 pandemic and
its consequent impact on both global markets and traditional private banking delivery

models. This has brought the importance of the use of technology, the client experience

and the changing role of the relationship manager at the forefront of the wealth

management ecosystem.

Join us this November to network with family offices, private banks

and senior wealth managers.

For the latest agenda, and to register your place:

ive.fi.com/Wealth
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